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NORTH  AMERICAN  FREE  TRADE  AGREEMENT: 
ARE  THERE  JOBS  FOR  AMERICAN  WORKERS? 


WEDNESDAY,  MAY  27,  1993 

House  of  Representatives, 
Employment,  Housing,  and  Aviation  Subcommittee 

of  the  Committee  on  Government  Operations, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
2247,  Rayburn  House  Office  Building,  Hon.  Collin  C.  Peterson 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Collin  C.  Peterson,  Floyd  H.  Flake, 
Karen  L.  Thurman,  Ronald  K.  Machtley,  and  John  M.  McHugh. 

Also  present:  Representative  John  Conyers,  Jr. 

Staff  present:  Edith  Holleman,  staff  director;  Andrea  Nelson, 
counsel;  Joy  R.  Simonson,  professional  staff  member;  June  Living- 
ston, clerk;  and  Michael  D.  Nannini,  minority  professional  staff, 
Committee  on  Government  Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  PETERSON 

Mr.  Peterson.  The  subcommittee  will  be  in  order. 

We  welcome  the  chairman.  We  appreciate  your  being  with  us  this 
morning,  Mr.  Chairman. 

I  want  to  make  a  comment  about  the  witnesses  before  we  begin 
this  hearing  this  morning.  While  we  will  have  an  economist  rep- 
resenting both  the  pro-NAFTA  and  the  anti-NAFTA  views,  the  rep- 
resentatives of  American  business  and  farming  interests  here  today 
are  heavily  weighted  in  what  I  guess  you  would  call  the  anti- 
NAFTA  camp. 

Despite  my  own  opposition  to  NAFTA  and  my  feeling  that  the 
anti-NAFTA  opinion  often  doesn't  get  heard  because  sometimes  of, 

1  think,  hostile  press  in  the  bigger  metropolitan  areas,  I  wanted 
both  views  to  be  represented  at  this  hearing.  So,  beginning  about 

2  weeks  ago,  my  staff  contacted  several  individual  companies  that 
favor  NAFTA.  They  contacted  the  U.S.A.-NAFTA  lobbying  organi- 
zation for  U.S.  businesses,  the  Wexler  group,  which  is  U.S.A.- 
NAFTA's  outside  lobbyist,  and  the  U.S.  Trade  Representative  to 
ask  them  to  supply  witnesses.  Mr.  dinger  and  Mr.  Machtley  and 
their  staffs  also  attempted  to  secure  witnesses. 

Until  Mr.  Morris  so  graciously  agreed  on  Tuesday  to  appear,  we 
could  not  find  any  companies  willing  to  testify  in  support  of 
NAFTA  at  this  hearing,  although  we  did  get  from  3-M  a  statement 
that  they  submitted  to  me.  So  we  want  to  particularly  thank  Mr. 
Morris  for  agreeing  to  appear  with  us  today  on  short  notice. 

(1) 


We  wish  that  we  could  have  gotten  more  cooperation  from  some 
of  these  folks  that  are  apparently  in  favor  of  this  agreement. 
Maybe  if  we  give  them  a  little  more  time  and  notice  maybe  we  can 
get  them  to  come  to  another  hearing  to  answer  some  of  the  ques- 
tions I  am  interested  in,  in  particular  with  regard  to  where  these 
new  jobs  are  going  to  come  from,  et  cetera. 

Supporters  of  the  NAFTA  state  over  and  over  again  that  NAFTA 
is  a  win-win  situation.  Let  me  quote  to  you  from  the  chairperson 
of  the  U.S.A. -NAFTA  group  when  he  said  "We  Americans  nego- 
tiated the  agreement  for  our  economic  benefit.  Even  without  the 
proposed  signed  agreements,  the  NAFTA  is  a  tremendous  accom- 
plishment for  U.S.  economic  policy  that  will  generate  more  and 
higher  paying  jobs  by  liberalizing  North  American  trade  and  in- 
vestment." 

NAFTA  supporters  promised  that  low-wage  jobs  will  go  to  Mex- 
ico, and  cheaper  consumer  goods  will  come  back.  Workers  in  the 
United  States  will  maintain  their  high  standard  of  living.  Mexican 
wages  will  go  up,  and  their  workers'  standard  of  living  will  also  in- 
crease, creating  a  booming  Mexican  consumer  market  that  will  buy 
more  and  more  U.S. -manufactured  consumer  goods. 

We  heard  similar  promises  when  the  Canada-United  States  Free 
Trade  Agreement  was  approved  in  1989.  As  far  as  agriculture  is 
concerned — that  is  an  area  that  I  am  familiar  with — we  were  fooled 
in  that  agreement. 

In  Minnesota,  we  have  lost  jobs  in  agriculture  because  of  the  Ca- 
nadian Free  Trade  Agreement.  They  have  lost  jobs  in  Canada.  Can- 
ada's Prime  Minister  is  stepping  down  next  month,  I  think  partly 
because  the  free  trade  agreement  is  so  unpopular  with  Canadian 
citizens. 

When  we  ask  the  pro-NAFTA  forces  where  these  more  and  high- 
er paying  jobs  will  come  from,  they  really  don't  have  an  answer. 
The  economic  models  they  rely  on,  after  looking  at  them  for  some 
time,  frankly,  are  really  not  much  help. 

After  more  than  a  decade  of  trade  globalization  and  corporate  re- 
structuring, there  is  really  no  real  evidence  that  the  United  States 
has  gained  any  high-skilled,  high-wage  jobs.  Hundreds  of  thou- 
sands of  laid-off  workers  have  already  lost  their  homes,  cars,  col- 
lege tuition  for  their  children,  and  any  hope  for  a  better  future  be- 
cause they  cannot  find  replacement  jobs  that  pay  enough  to  main- 
tain their  middle-class  standard  of  living. 

As  Secretary  of  Labor  Reich  said  recently,  those  good  jobs  are  not 
coming  back.  In  their  place,  experienced  American  workers  are 
finding  predominantly  low-wage,  low-skilled  positions. 

NAFTA's  promise  to  turn  Mexican  workers  into  middle-class  con- 
sumers of  United  States  manufactured  goods,  I  believe,  is  a  hoax. 
Far  from  being  unskilled  laborers,  Mexican  manufacturing  workers 
today  are  nearly  85  percent  as  productive  as  American  workers. 
They  are  not  only  assembling  U.S.  components,  they  are  producing 
autos,  heavy  equipment,  and  steel.  Yet  for  a  weeks's  work  they  are 
paid  less  than  an  American  worker  earns  in  a  day. 

Over  the  past  several  years,  as  Mexican  wages  fell  lower  and 
lower,  nearly  one-half  of  the  Fortune  500  companies  set  up 
maquiladora  plants  in  Mexico  to  take  advantage  of  a  skilled  work 


force  willing  to  work  for  less  than  $2  an  hour.  This  does  not  im- 
prove the  workers  standard  of  living  at  that  rate. 

This  does  not  mean  any  of  this  will  change  if  NAFTA  is  ap- 
proved, in  my  opinion.  While  in  the  United  States  the  baby  boom 
has  ridden  the  crest  into  middle  age,  the  average  age  in  Mexico  is 
19.  The  labor  supply,  which  is  growing  much  faster  than  any  sce- 
nario of  job  growth,  condemns  the  wealth,  I  think,  to  downward 
pressure  on  their  wages  for  the  next  generation.  U.S.  workers  will 
be  competing  for  those  same  jobs. 

As  any  of  us  who  have  ever  done  any  contracting  know,  the  low- 
est bidder  usually  gets  the  job.  One  real  possibility  is  a  convergence 
of  United  States  and  Mexican  wages  in  a  downward  spiral. 

The  restructuring  of  the  previously  protected  Mexican  industrial 
and  agricultural  sectors  will  result  in  an  enormous  job  loss  and  dis- 
locations of  millions  of  families  and  will  increase,  not  decrease,  ille- 
gal immigration  into  the  United  States  for  the  next  several  dec- 
ades. 

In  trying  to  ease  the  burden  on  American  workers  who  have  al- 
ready been  dislocated  by  a  trade-induced  job  loss,  the  United  States 
has  been  able  to  spend  $5,300  per  worker,  but  we  have  only  been 
able  to  help  23,680  workers.  How  can  we  expect  Mexico  to  provide 
millions  of  dollars  of  help  for  their  dislocated  workers? 

Who  are  the  winners,  these  so-called  win-winners  under  NAFTA? 
In  my  opinion,  they  are  the  big  businesses  who  want  the  freedom 
to  move  anywhere  in  the  world  to  take  advantage  of  the  lowest 
wages  at  the  least  risk  to  their  investment. 

Earlier  in  this  century  some  United  States  companies  in  Mexico 
were  taken  over  by  the  Mexican  Government.  Now,  the  businesses 
who  want  to  move  to  Mexico  so  they  can  pay  their  workers  one- 
sixth  of  what  American  workers  are  now  being  paid  want  assur- 
ances that  this  will  not  happen  again. 

Under  President  Salinas  Mexico  has  thoroughly  overhauled  its 
economic  structure  in  order  to  entice  businesses  into  investing  in 
Mexico.  Labor  strikes  are  smashed,  laws  against  dumping  toxic 
waste  into  the  water  supply  and  against  child  labor  are  ignored, 
wages  are  deliberately  set  lower  than  those  in  Southeast  Asia,  all 
so  they  can  bring  more  employers  into  Mexico. 

And  those  conditions — a  one-party  government,  a  steady  supply 
of  skilled,  docile — sometimes  by  force — low-wage  workers  and  free- 
dom from  the  labor  standards  and  the  environmental  protection 
laws  in  the  United  States — are  what  the  pro-NAFTA  forces  want 
carved  into  stone. 

Multinational  corporations  are  using  this  free  trade  agreement  to 
get  around  laws  they  don't  like:  Laws  against  unsafe  working  con- 
ditions, laws  to  keep  our  water  supply  safe  from  contamination  by 
toxic  wastes,  and  laws  to  protect  our  agriculture. 

The  multinational  corporations  realize  that  they  cannot  get  Con- 
gress to  overturn  many  of  these  laws.  So  they  want  to  bypass  Con- 
gress to  escape  from  our  economic  and  social  safety  net  by  moving 
our  manufacturing  base  south  of  the  border  where  these  laws  do 
not  apply  and  to  undermine  our  domestic  agricultural  programs 
that  have  served  us  so  well. 

I  think  we  are  shipping  out  the  goose  that  laid  the  golden  egg. 
After  our  factories  have  closed  because  it  will  be  cheaper  to  build 


new  state-of-the-art  manufacturing  plants  in  Mexico,  profits  will 
still  come  into  our  corporate  headquarters.  The  companies  will  still 
be  producing  consumer  goods,  but  our  jobs  will  be  gone. 

Incredibly,  business  seems  to  have  lost  sight  of  the  wisdom  of 
Henry  Ford.  While  he  was  building  his  successful  car  company  in, 
I  guess,  Detroit — is  that  right? 

Mr.  Conyers.  That  is  correct,  sir. 

Mr.  Peterson.  He  said,  that  industry  must  manage  to  keep 
wages  high  and  prices  low.  Otherwise,  it  will  limit  the  number  of 
its  customers.  One's  own  employees  should  be  able  to  be  one's  best 
customer. 

I  think  that  is  what  we  are  losing  sight  of,  not  only  in  this  coun- 
try but  with  what  is  going  on  in  Mexico.  Ford  Motor  Co.  is  now  one 
of  the  leaders  in  the  move  to  Mexico  and  their  low-wage  climate. 

I  would  like  to  recognize  the  chairman  of  the  full  committee  if 
he  desires. 

Mr.  Conyers.  I  will  pass. 

Mr.  Peterson.  Mrs.  Thurman,  we  appreciate  your  being  with  us 
this  morning.  Do  you  have  an  opening  statement? 

Mrs.  Thurman.  Mr.  Chairman,  I  want  to  thank  you  once  again 
and  commend  you  for  holding  this  hearing  dealing  with  the  impact 
that  NAFTA  will  have,  particularly  on  unemployment  in  the  Unit- 
ed States.  I  applauded  your  leadership  in  forming  the  anti-NAFTA 
caucus  even  to  go  to  the  extremes  that  I  have  joined  it  because  I 
really  believe  in  what  we  are  doing  here. 

I  think  it  is  vitally  important  that  we  do  all  we  can  to  point  out 
the  serious  threats  that  the  passage  of  NAFTA  will  have  on  the 
American  worker.  I  am  convinced  that  NAFTA  is  bad  for  this  coun- 
try. 

My  home  State  of  Florida  stands  to  lose  a  great  deal  if  the  North 
American  Free  Trade  Agreement  is  approved.  NAFTA  will  inflict 
great  harm  upon  the  State's  agriculture  community,  threatening 
not  only  jobs  but  our  Nation's  food  supply. 

Florida  is  the  Nation's  largest  producer  of  fruits  and  vegetables. 
According  to  numerous  studies  and  reports,  Florida  would  face  stiff 
competition  from  Mexico  in  the  commodities  of  citrus  products  and 
winter  vegetables. 

Two  years  ago,  the  president  of  the  Florida  Fruit  and  Vegetable 
Association  testified  that,  in  his  estimation,  passage  of  NAFTA 
would  result  in  an  immediate  loss  of  about  20  percent  of  the  Flor- 
ida's tomato  industry,  costing  us  over  $120  million  and  eliminating 
the  jobs  of  approximately  8,700  tomato  workers.  The  loss  of  so 
many  jobs  from  one  crop  clearly  demonstrates  to  me  the  effect 
NAFTA  will  have  on  employment. 

If  NAFTA  wins,  I  believe  Florida  is  a  real  loser  on  this.  I  will 
emphasize,  as  we  did  in  the  press  conference  a  couple  of  weeks  ago, 
that  this  is  one  commodity.  Florida  has  about  240  commodities.  So 
we  can  see  the  impact  in  just  one  area  of  our  agricultural  commu- 
nity, we  are  going  to  see  it  in  all  of  those  commodities  across  the 
board.  Florida's  entire  agriculture  industry  stands  to  suffer  if 
NAFTA  is  passed. 

The  subcommittee  will  hear  from  one  of  today's  witnesses  that 
NAFTA  will  have  a  devastating  trickle-down  effect  on  Florida's  ag- 


ricultural  workers,  from  hand  laborers  in  the  fields  to  workers  in 
the  processing  plants. 

While  I  have  a  special  interest  in  the  fate  of  agriculture  worker, 
I  also  have  to  tell  you  that  I  am  deeply  concerned  about  labor  in 
other  industries  whose  jobs  are  in  jeopardy. 

One  of  today's  panels  represents  a  good  cross  section  of  indus- 
tries in  danger  of  immediate  loss  of  jobs,  flat  glass,  textiles,  hotel, 
and  motel  industrial  cleaner  suppliers.  In  addition,  food  processors, 
home  appliance  manufacturers,  furniture  makers  and  the  trucking 
industry  will  stand  to  suffer  job  loss  as  a  direct  result  of  the  pas- 
sage of  NAFTA. 

I  also  have  great  anxieties  about  the  continued  export  of  Amer- 
ican jobs  overseas.  I  believe  NAFTA  will  encourage  even  more 
American  companies  to  relocate  their  plants  to  Mexico.  According 
to  the  Resource  Center,  a  nonprofit  research  organization  conduct- 
ing research  on  U.S.  plant  relocations,  between  160,000  to  240,000 
U.S.  jobs  may  have  been  lost  already  from  plant  relocations  to  Mex- 
ico. This  is  a  verydisturbing  trend  that  I  fear  will  continue  with 
great  speed  if  NAFTA  is  passed. 

In  closing,  let  me  thank  the  panel  of  witnesses  who  have 
agreed— because  I  can  tell  you  there  is  a  lot  who  wouldn't  agree  to 
be  here  today — to  testify  before  us  this  morning.  I  look  forward  to 
hearing  their  impressions  on  the  effect  of  NAFTA  on  the  U.S.  labor 
force. 

I  particularly  would  like  to  invite  somebody  who  came  here  on 
very,  very  short  notice — we  call  her  Winky,  but  she  is  representing 
the  Florida  Farm  Bureau — to  give  us  a  view  of  what  is  going  to 
happen  in  Florida.  We  appreciate  your  being  here. 

[The  prepared  statement  of  Mrs.  Thurman  follows:] 


OPENING  STATEMENT  BY  U.S.  REP.  KAREN  THURMAN 

before  the  Government  Operations 

Subcommittee  on  Employment,  Housing,  and  Aviation 

May  27,  1993 


Thank  you  Mr.  Chairman.  I  want  to  commend  you  for  holding  this 
hearing  dealing  with  the  impact  that  NAFTA  will  have  on  employment 
in  the  United  States.  Mr.  Chairman,  I  also  applaud  your  leadership  in 
forming  the  Anti-NAFTA  Caucus,  of  which  I  am  a  member. 
It  is  vitally  important  that  we  do  all  we  can  to  point  out  the  serious 
threats  that  the  passage  of  NAFTA  will  have  on  the  American  worker. 
I  am  convinced  NAFTA  is  bad  for  this  country. 

My  home  state,  Florida,  stands  to  lose  a  great  deal  if  the  North 
American  Free  Trade  Agreement  is  approved.  NAFTA  would  inflict 
great  harm  upon  the  state's  agriculture  community;  threatening  not  only 


jobs,  but  our  nation's  food  supply.  Florida  is  this  nation's  largest 
producer  of  winter  fruits  and  vegetables.  According  to  numerous  studies 
and  reports,  Florida  would  face  stiff  competition  from  Mexico  in  the 
commodities  of  citrus  products  and  winter  vegetables.  If  NAFTA  wins, 
Florida  loses. 


Two  years  ago,  the  president  of  the  Florida  Fruit  and  Vegetable 
Association  testified  that  in  his  estimation,  the  passage  of  NAFTA  would 
result  in  the  immediate  loss  of  20  percent  of  Florida's  tomato  industry, 
costing  over  $120  million  and  eliminating  the  jobs  of  approximately 
8,700  tomato  workers.  The  loss  of  so  many  jobs  from  one.  crop  clearly 
demonstrates  to  me  the  effect  NAFTA  will  have  on  employment.  If 
NAFTA  wins,  Florida  loses. 

Florida's  entire  agriculture  industry  stands  to  suffer  if  NAFTA  is 
passed.  The  subcommittee  will  hear  from  one  of  today's  witnesses  that 
NAFTA  will  have  a  devastating  trickle  down  effect  on  Florida's 
agricultural  workers,  from  hand  laborers  in  the  fields  to  workers  in  the 


8 
processing  plants.    If  NAFTA  wins,  Florida  loses. 

While  I  have  a  special  interest  in  the  fate  of  the  agricultural  worker,  I 
am  also  deeply  concerned  about  laborers  in  other  industries  whose  jobs 
are  in  jeopardy.  One  of  today's  panels  represents  a  good  cross  section 
of  industries  in  danger  of  immediate  loss  of  jobs:  flatglass,  textiles,  and 
hotel  and  restaurant  industry  china  suppliers.  In  addition,  food 
processors,  home  appliance  manufacturers,  furniture  makers,  and  the 
trucking  industry  all  stand  to  suffer  job  loss  as  a  direct  result  of  the 
passage  of  NAFTA. 

I  also  have  great  anxieties  about  the  continued  export  of  American  jobs 
overseas.  I  believe  that  NAFTA  will  encourage  even  more  American 
companies  to  relocate  their  plants  to  Mexico.  According  to  the 
Resource  Center,  a  non-profit  research  organization  conducting  research 
on  U.S.  plant  relocations,  between  160,000  to  240,000  U.S.  jobs  may 
have  been  lost  from  plant  relocations  to  Mexico.  This  is  a  very 
disturbing  trend  that  I  fear  will  continue  with  great  speed  if  NAFTA  is 


passed. 


In  closing,  let  me  thank  the  panel  of  witnesses  who  have  agreed  to 
testify  before  us  this  morning.  I  look  forward  to  hearing  their 
impressions  on  the  effects  of  NAFTA  on  the  U.S.  labor  force. 
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Mr.  Peterson.  Thank  you,  Mrs.  Thurman,  for  that  good  state- 
ment. We  appreciate  it. 

Mr.  Chairman,  do  you  have  a  statement? 

Mr.  Conyers.  Mr.  McHugh  is  next. 

Mr.  Peterson.  I  didn't  see  you  there. 

Mr.  McHugh.  Very  briefly,  Mr.  Chairman,  let  me  add  my  words 
of  thanks  and  congratulations  to  you  and  to  Mr.  Conyers,  the  full 
committee  chairman,  for  your  interest  in  this  very  important  mat- 
ter. 

As  I  think  the  statements  here  this  morning  have  already  indi- 
cated, this  is  a  very  controversial  proposal,  one  that  holds,  on  the 
one  hand,  a  great  deal  of  promise,  but  on  the  other  causes  a  great 
deal  of  concern. 

I  believe  we  will  hear  today  as  well  that  by  all  assessments  there 
will  be  winners  and  losers  in  this  process  should  it  go  to  its  con- 
templated conclusion.  I  think  it  is  certainly  our  responsibility — 
and,  as  your  leadership  shows,  we  are  taking  that  responsibility 
very  seriously — to  examine  those  impacts  most  carefully.  If  that 
path  leads  us  to  the  conclusion  that  we  should  proceed,  then  indeed 
we  should  do  everything  we  can  to  maximize  the  winners  and  mini- 
mize the  losers.  Insofar  as  this  subcommittee  is  concerned,  that 
process,  at  least  on  record,  begins  today. 

Thank  you  and  thanks  to  Chairman  Conyers. 

Mr.  Peterson.  Thank  you.  Mr.  Chairman. 

Mr.  Conyers.  Mr.  McHugh,  are  you  for  or  against  NAFTA? 

Mr.  McHugh.  You  couldn't  tell? 

Mr.  Conyers.  No,  I  couldn't,  and  I  commend  you  for  that.  You 
are  not  a  witness.  You  don't  have  to  answer. 

First  of  all,  this  is  one  of  the  most  important  economic  decisions 
the  Congress  is  going  to  be  called  upon  to  make.  I  am  impressed 
that  in  Government  Operations  this  subcommittee  is  proceeding  in 
a  very  deliberate  way  about  this.  I  don't  know  if  we  may  not  need 
to  hold  more  than  one  hearing,  Mr.  Chairman,  because  I  nave  some 
people  that  I  think  need  to  be  heard  at  the  national  level. 

Indeed,  the  United  Automobile  Workers,  the  region  president, 
Bob  King,  went  to  the  maquiladora  area  with  a  camera  and  with 
a  committee  of  labor  comrades.  I  have  not  seen  it,  but  they  have 
been  showing  it  around  Detroit.  Essentially,  it  showed  the  kind  of 
pollution  that  you  would  not  believe. 

The  low  wages  and  exploitation — even  though  there  is  an  in- 
crease in  business,  the  wages  of  those  who  are  working,  the  wealth 
themselves,  are  not  changing.  We  find  that  very  disturbing. 

The  labor  movement  has  been  talking  to  former  Governor  and 
how  President  Clinton  about  this  and  his  position  for  the  longest 
time.  I  can  tell  you  that  the  political  side  of  this  is  almost  worth 
a  book  in  itself,  and  we  have  not  even  got  the  measure  to  the  floor 
yet. 

In  addition,  my  staff  has  brought  to  my  attention  that,  during 
proceedings  of  the  inquiries  into  the  North  American  Free  Trade 
Agreement,  there  was  a  forum,  as  provided  under  the  Trade  Act  of 
1974,  a  labor  advisory  committee  which  studied  this  whole  question 
from  their  point  of  view. 

It  can  be  summarized  in  a  sentence  in  the  report  that  they  filed 
on  NAFTA.  "The  United  States  corporations  and  the  owners  and 


11 

managers  of  these  corporations  stand  to  reap  enormous  profits.  The 
United  States  as  a  whole,  however,  stands  to  lose." 

So  I  think  that  the  first  disclaimer  that  ought  to  be  made  at 
these  hearings  is  that  this  is  not  an  antibig  business  gathering  in 
this  subcommittee.  To  the  contrary,  our  chairman  himself  is  a  well- 
established  entrepreneur  and  businessman,  accountant,  who  would 
come  to  this,  if  anything,  with  a  probusiness  sympathy.  That  would 
still  not  preclude  him  from  doing  a  good  and  fair  job. 

We  are  not  against  the  multinational  corporations.  We  are  not 
against  the  National  Association  of  Trade  and  Commerce.  We  don't 
hate  the  big  automobile  manufacturers.  Quite  to  the  contrary. 

So  we  want  to  make  this  disclaimer  well  in  advance  because  it 
looks  like,  to  my  surprise,  we  are  having  trouble  finding  witnesses 
on  both  sides.  I  can't  understand  why,  because,  according  to  the 
Department  of  Justice,  Mexico's  Government  and  businesses  have 
hired  24  lobbying,  public  relations  and  law  firms  to  promote  the 
current  NAFTA  at  an  annual  cost  to  them  of  $15  million.  This  is 
what  they  filed  on  the  record. 

So  I  just  want  to  begin  this  with  the  notion  that  I  want  to  do 
the  best  thing  that  we  can  do  for  our  country.  The  turning  point 
that,  it  seems  to  me,  we  might  want  to  keep  in  mind  is  tnat  we 
can  no  longer  judge  the  health  of  this  Nation  solely  in  terms  of  the 
wealth  of  this  Nation.  There  are  other  deeper  and  longer  range  eco- 
nomic and  fiscal  considerations  that  drive  these  huge  decisions. 

We  arrive  here  at  this  point  for  this  hearing  with  years  of  stud- 
ies, hearings.  The  former  Trade  Representative,  Carla  Hills,  has 
been  before  this  committee  and  others  of  us  in  the  Congress  nu- 
merous times. 

So  it  is  with  some  trepidation,  Mr.  Chairman,  that  I  suggest  so- 
berly that  we  try  to  step  back  and  look  at  this  subject  from  a  fresh 
point  of  view,  from  new  lenses,  once  again.  Let's  just  put  a  halt  on 
our  positions  and  our  biases  and  our  constituent  groups  and  let's 
just  look  at  this  thing  one  more  time. 

Suppose  we  were  starting  out  right  now  and  we  have  to  ask  one 
of  the  threshold  questions:  Is  this  in  the  best  interest  of  this  Nation 
and  our  citizens?  If  it  is,  then  we  would  be  doing  a  disservice  to 
our  country  not  to  go  forward  with  this  instrument.  If  it  is  not, 
then  we  have  to  decide  whether  it  is  fixable. 

Here  we  come  into  contact  with  a  very  screwy  principle.  I  have 
never  heard  of  a  flawed  document  being  repaired  by  a  signed 
agreement.  This  is  the  first  time  this  notion  has  ever  come  as 
fullblown.  No,  I  don't  like  the  document.  It  is  not  right,  but  we  can 
fix  it  up.  So,  therefore,  procedurally,  vote  for  the  document  you 
don't  like  and  then  we  will  fix  it  up.  We  are  talking  about  a 
multitrillion  dollar  agreement  that  will  bind  this  country  and  the 
major  countries  in  the  region  for  decades. 

Yesterday,  in  the  Atlantic  Monthly,  it  came  to  my  attention  that 
the  chairman  of  Sony,  who  is  the  leading  Japanese  industrialist  in 
his  country — and  ours — submitted  an  article  called,  "Toward  a  New 
World  Economic  Order."  I  don't  approach  the  Japanese  leaders 
with  the  fairness  which  I  ask  you  to.  So  I  began  reading  this  with 
some  skepticism,  to  be  honest. 

But  right  off  the  bat  in  the  third  paragraph  he  said:  "I  propose 
to  ask  you  to  consider" — he  is  writing  a  formal  letter  to  the  next 
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Gr-7  summit,  and  he  said — "I  ask  you  to  consider  that  we  begin  to 
seek  ways  and  means  of  lowering  all  economic  barriers  between 
North  America,  Europe,  and  Japan,  trade  investments,  legal  and  so 
forth,  in  order  to  begin  the  nucleus  of  a  new  world  economic  order 
that  would  include  a  harmonized  world  business  system  with 
agreed  rules  and  procedures  that  transcend  national  boundaries." 

As  soon  as  he  got  that  out  of  his  mouth,  on  page  2  he  said,  "I 
know  that  you  will  find  it  surprising  that  such  a  proposal  comes 
from  a  Japanese  businessman.  Many  people  are  skeptical  about  Ja- 
pan's commitment  to  free  and  fair  trade." 

He  concedes  that  his  country,  frequently  characterized  as  For- 
tress Japan,  has  to  do  a  lot.  He  says,  "Japan  cannot  and  should  not 
deny  that  reality  that  they  have  got  to  change." 

He  goes  on  to  make  this  final  point  that  I  bring  to  your  attention. 
It  is  this:  During  the  gulf  war  President  Bush  spoke  about  the  need 
for  a  "new  world  order."  What  he  meant  by  that  was  a  new  political 
and  military  security  order  to  deal  with  the  challenges  of  the  post- 
cold  war  period.  Certainly  we  need  that.  But  the  world  needs  a  new 
economic  order  focused  on  international  economic  security. 

So  when  you  stop  to  think  of  it — and  I  was  on  a  plane  coming 
back  from  the  second  African-American  summit  in  Gabon,  and  I 
could  not  help  but  ask,  what  will  this  mean  to  the  developing  na- 
tions? What  will  it  mean  to  the  Caribbean  nations  which  are  within 
the  North  American  Free  Trade  Agreement?  Nobody  talks  much 
about  them.  It  seems  to  me,  if  we  could  look  at  this  from  a  fresh 
perspective,  we  may  be  able  to  make  a  signal  contribution. 

I  am  very  glad  to  be  at  these  hearings  today.  Thank  you  very 
much. 

Mr.  Peterson.  Thank  you,  Mr.  Chairman.  I  think  your  words 
are  very  wise.  Whether  people  believe  it  or  not,  that  is  what  we  are 
trying  to  do  here  today,  to  kind  of  step  back,  look  at  both  sides, 
look  at  the  economic  assumptions  and  the  different  ideas  that  are 
out  there  and  see  if  we  can  figure  out  whether  this  is  the  right 
thing  to  do  or  the  wrong  thing  to  do. 

We  appreciate  your  being  with  us  and  bringing  that  information 
to  us. 

Mr.  Machtley,  do  you  have  an  opening  statement? 

Mr.  Machtley.  Thank  you,  Mr.  Chairman.  I,  too,  appreciate  your 
holding  this  hearing.  I  appreciate  the  chairman  of  the  full  commit- 
tee's remarks  relative  to  trying  to  do  what  is  best  for  the  country. 

This  is  a  particular  piece  of  legislation  which  will,  obviously, 
have  unequal  effects  in  not  only  States  but  in  districts  depending 
on  how  it  is  officially  implemented  and  on  what  industries  it  will 
have  an  impact. 

The  goal  of  a  U.S.  Congressman  is,  in  my  opinion,  first  and  fore- 
most, as  the  chairman  indicated,  to  be  sure  we  are  doing  what  is 
best  for  the  Nation  as  we  can  best  determine  it  as  individual  Con- 
gressmen. 

Second,  it  is,  in  my  opinion,  to  determine  what  is  best  for  our 
own  district. 

That  is  a  difficult  balance  in  trying  to  make  sure  that  we  are  not 
excluding  our  individual  interests,  be  they  labor  or  manufacturing, 
be  they  economic  exports  or  imports.  But,  clearly,  I  believe  that  our 
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focus  as  U.S.  Congressmen  is  to  try  to  do  what  is  best  for  the  coun- 
try as  a  whole. 

In  that  context,  I  have  supported  the  fast-track  NAFTA  agree- 
ment vote.  I  have  also  supported  NAFTA  in  concept  as  a  particu- 
larly good  incentive  to  enhance  trade  between  Mexico,  Canada,  and 
the  United  States,  not  without  concerns  and  certainly  not  without 
questions,  the  same  questions  that  the  chairman  has  raised  rel- 
ative to  what  will  be  the  impact  of  cheaper  labor  prices  in  Mexico, 
what  industries  will  be  affected.  Certainly,  there  will  be  an  effect. 

What  will  be  the  impact  of  environmental  laws  on  the  develop- 
ment of  Mexico  as  they  are  able  to  develop  products  without  the 
strict  OSHA  and  environmental  laws  which  we  may  have  here? 
How  will  our  industries  react  to  a  relatively  closed  environment  in 
which  they  can  relocate  factories  and  seek  labor,  often  which  would 
otherwise  violate  labor  laws  in  their  country? 

Having  said  all  of  that,  I  believe  this  administration,  which  has 
been  supportive  and  pledged  to  support  issues  concerning  labor  and 
trying  to  improve  upon  the  manufacturing  base  of  their  Nation, 
will  take  those  factors  into  consideration. 

Well,  I  am  not  comfortable  with  having  side  agreements  to  a 
large  agreement.  I  am  giving  the  current  administration  the  benefit 
of  the  doubt  that  they  will  resolve  these  issues.  It  has  enormous 
consequence  to  this  issue. 

If  one  reads  Lester  Thorow's  book,  "Head  to  Head,"  one  under- 
stands we  are  clearly  in  a  global  economy  wherein  we  will  soon 
perhaps  face  a  combined  economic  market  in  Europe,  and  that  this 
was,  in  fact,  no  doubt  a  response  to  that.  While  hemispheric  trade 
agreements  have  not  historically  been  the  best  approach,  it  is  cer- 
tainly one  which  I  think  needs  to  be  looked  at. 

Mexico  purchases  75  percent  of  their  imports  from  the  United 
States.  They  also  sell  to  us  75  percent  of  their  exports.  So  we  have 
a  enormous  trading  association  in  existence. 

Mexico  is  also  on,  I  think,  a  very  precarious  position  of  growth 
and  future  development  with  the  current  President  Salinas.  I  be- 
lieve they  have  made  enormous  strides  in  trying  to  bring  their 
country  into  the  modern  world. 

I  think  that  this  question  of  NAFTA,  though,  needs  to  continue 
to  be  heard.  We  need  to  have  people  like  Jeffrey  Schott  who  will 
testify  from  the  Institute  of  International  Economics  to  try  and  ex- 
plain to  those  of  us  who  are  laymen  what  these  agreements  will  do. 
As  I  understand  from  his  institutes's  study,  the  net  effect  may  be 
175,000  new  jobs  and  not  necessarily  a  loss  of  jobs.  These  are  dif- 
ficult concepts. 

I  suspect  even  more  than  weathermen,  economists  have  the  lux- 
ury of  oeing  right  only  part  of  the  time.  There  is  always  someone 
who  can  present  evidence  and  documentation  to  support  another 
theory.  I  look  forward  to  this  hearing  to  help  to  elucidate  and  make 
sure  that  I  am  much  more  familiar  with  the  impact.  I  think  this 
will  be  a  very  important  vote  for  our  Congress  and  for  the  Nation. 
I  think  it  is  going  to  be  a  true  test  of  trying  to  ferret  out  the  truth 
from  the  fiction.  I  look  forward  to  hearing  this  and  congratulate 
you  for  having  this  hearing,  Mr.  Chairman. 

Mr.  Peterson.  Thank  you.  We  appreciate  your  being  with  us. 

[The  prepared  statement  of  Mr.  Machtley  follows:] 
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OPENING  STATEMENT 
HONORABLE  RONALD  K.  MACHTLEY 

SUBCOMMITTEE  ON  EMPLOYMENT,  HOUSING,  £  AVIATION 
HEARING  ON  POTENTIAL  EFFECTS  OF  THE  NAFTA  ON  EMPLOYMENT 

MAY  27,  1993 

Thank  you  Mr.  Chairman  for  calling  this  hearing  to  examine  the 
potential  effects  of  the  NAFTA  on  the  American  workforce. 

Enactment  of  the  NAFTA  is  essential  to  the  future  economic 
well-being  of  the  United  States.  Canada  and  Mexico  are  the  first 
and  third  most  important  trading  partners  for  this  nation.  In  1992 
alone,  these  two  nations  combined  accounted  for  27%  of  U.S.  trade 
turnover.  Overall,  trade  between  the  United  States,  Canada,  and 
Mexico  accounts  for  almost  2  million  jobs  in  the  United  States. 

There  is  no  question  that  the  NAFTA  will  improve  job 
opportunities  in  the  United  States  by  eliminating  barriers  to  trade 
and  opening  markets  to  U.S.  products  and  services.  Because  half  of 
U.S.  manufactured  goods  would  enter  duty-free  into  Mexico 
immediately  upon  the  implementation  of  the  NAFTA,  U.S.  products 
would  have  much  easier  access  to  Mexico's  growing  consumer  markets. 
In  my  home  state  of  Rhode  Island,  where  30  percent  of  the  private 
sector  employment  is  in  the  manufacturing  industry,  removal  of 
these  barriers  is  an  exciting  prospect. 

Today  we  will  hear  from  one  of  the  authors  of  a  widely  read 
study  on  the  NAFTA,  Jeffrey  Schott  of  the  Institute  for 
International  Economics.  There  are  literally  dozens  of  economic 
studies  which  have  reached  a  consensus  that  job  growth  will  occur 
in  all  three  countries.  According  to  Institute's  study  from  which 
we  will  hear  more  in  testimony,  the  United  States  should  experience 
a  175,000  net  job  gain  as  a  result  of  the  NAFTA.  The  question  I 
hope  this  hearing  will  answer  is  whether  these  jobs  will  be  the 
high-wage,  high-technology  jobs  that  the  American  workforce 
deserves. 

While  I  believe  that  the  NAFTA  is  a  vital  component  for 
America's  economic  future,  I  do  believe  that  there  are  certain 
aspects  of  the  NAFTA  which  we  should  continue  to  examine.  I  feel 
it  is  important  that  appropriate  labor  and  environmental  laws  are 
considered  when  we  go  forward  with  the  NAFTA.  In  addition,  I  am 
greatly  concerned  about  plans  to  retrain  displaced  workers  who  may 
lose  their  jobs  to  foreign  competition  and  I  look  forward  to 
addressing  this  particular  issue  in  future  hearings.  We  must  also 
keep  an  eye  on  the  supplemental  negotiations  that  are  still  being 
negotiated  and  consider  their  impact  on  the  overall  effectiveness 
of  the  NAFTA. 

I  would  like  to  welcome  all  our  witnesses  here  today  and  I 
look  forward  to  hearing  their  testimony. 
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Mr.  Peterson.  Our  good  friend  from  New  York,  Mr.  Flake,  do 
you  have  a  statement? 

Mr.  Flake.  Yes,  Mr.  Chairman.  I  ask  unanimous  consent  to  have 
my  entire  statement  read  into  the  record. 

I  would  like  to  thank  you  for  having  this  hearing.  I  would  like 
to  welcome  the  extensive  list  of  witnesses  who  we  will  hear  this 
morning  as  we  consider  what  I  consider  to  be  one  of  the  most  con- 
troversial of  all  of  the  issues  that  this  Congress  will  face  and  that 
is  the  implications  of  NAFTA,  particularly  its  impact  on  American 
jobs  as  well  as  what  it  means  in  terms  of  America's  place  within 
the  overall  global  economy. 

There  are  a  great  deal  of  concerns.  I  approach  it  with  some  fear 
and  trepidation  simply  because  there  is  a  reality  we  all  face,  that 
is  the  high  unemployment,  the  lack  of  development  within  many  of 
the  communities  in  America  that  has,  in  effect,  created  a  Third 
World  nation  very  much  like  Mexico  if  you  conglomerate  all  of 
these  urban  communities  that  are  underdeveloped  within  this  Na- 
tion. 

The  concern  then  is  how  do  you  create  a  NAFTA  agreement  that 
will  assure  that  we  get  the  best  of  what  this  agreement  would  offer 
us  in  terms  of  relationships  with  Canada,  Mexico,  and  our  global 
economy  participation  while  not  leaving  out  of  the  process  people 
who  do  not  see  themselves  as  a  part  of  not  only  the  global  economy 
but  do  not  see  themselves  as  part  of  America  s  economy  as  it  cur- 
rently exists. 

As  long  as  unemployment  runs  as  high  as  it  does,  there  is  the 
reality  that  the  people  who  are  the  most  impacted  are  the  very  peo- 
ple wno  will  lose  their  iobs  because  they  are  at  the  minimum  level 
of  wage  earners,  and  that  minimum  level  of  wage  earners  are  the 
people  who  will  be  able  to  get  jobs  in  Mexico,  those  people  who  are 
Mexican  residents. 

For  a  district  like  mine,  I  cannot  help  but  have  a  great  deal  of 
fear,  trepidation,  trauma,  and  concern  about  what  this  will  mean 
and  how  this  will  exacerbate  an  already  difficult  situation  for  those 
of  us  who,  even  in  this  Congress,  have  come  back  at  least  three 
times  to  ask  for  an  extension  of  unemployment  benefits. 

There  is  a  reality  that  we  in  this  country  must  first  face  and  deal 
with  before  we  can  seriously  talk  about  an  expansion  to  try  to  par- 
ticipate in  an  agreement  that  many  of  us  feel  means  the  taking  out 
of  jobs  for  American  citizens.  I  am  talking  about  American  citizens 
who  are  already  crying,  already  hurting,  who  cannot  provide  their 
basic  needs,  who  do  not  have  access  to  good  medical  care,  who  do 
not  have  the  ability  to  own  a  home,  who  are  living  in  public  hous- 
ing that  is  debilitating,  not  only  as  it  relates  to  the  fact  of  their 
living  in  places  where  they  don't  want  to  live  but  also  debilitating 
by  virtue  of  the  fact  that  the  conditions  of  many  of  these  housing 
units  have  been  allowed  do  deteriorate  by  this  government  that  has 
not  made  investment  in  rehabilitating  them. 

I  still  believe  that  every  American  wants  to  participate  in  the 
American  dream  of  home  ownership,  wants  to  have  a  job,  does  not 
want  to  live  on  welfare,  and  wants  to  be  a  part  of  the  economy,  not 
part  of  the  burgeoning  criminal  justice  enterprise  which  is  con- 
stantly built  on  the  back  of  the  very  people  who  will  still  lose  jobs 
if  those  jobs  escape  across  the  borders  of  America. 
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So  I  am  objective  and  open-minded,  Mr.  Chairman,  but  I  do  have 
a  lot  of  fear  and  concern. 

I  yield  back  the  balance  of  my  time. 

Mr.  Peterson.  I  think  some  us  share  your  concerns,  Mr.  Flake. 
We  appreciate  that  fine  statement. 

We  are  going  to  move  on  to  our  witnesses.  First,  we  have  Ms. 
Thea  Lee,  who  is  with  the  Economic  Policy  Institute  here  in  Wash- 
ington, an  economist  who  has  some  views  in  disagreement.  We  ap- 
preciate your  being  with  us  this  morning.  Welcome  to  the  commit- 
tee. 

It  is  a  custom  in  Government  Operations  hearings  which  are  in- 
vestigative hearings  to  swear  in  all  witnesses  so  that  we  do  not  dis- 
criminate against  any  of  them.  Do  you  have  any  objection  to  being 
sworn  in? 

Ms.  Lee.  No,  I  don't. 

[Witness  sworn.] 

STATEMENT  OF  THEA  LEE,  ECONOMIST,  ECONOMIC  POLICY 
INSTITUTE,  WASHINGTON,  DC 

Ms.  Lee.  Mr.  Chairman  and  members  of  the  committee,  I  want 
to  thank  you  very  much  for  inviting  me  to  testify  this  morning  on 
an  issue  that  is  so  important  to  the  future  of  our  country. 

I  believe  that  the  choices  we  make  over  the  next  few  months,  as 
a  Nation  and  as  a  region,  as  to  how  to  integrate  the  economies  of 
North  America  will  have  a  profound  impact  on  our  course  of  eco- 
nomic development  over  the  next  several  decades.  For  that  reason, 
it  is  crucial  that  we  take  the  time  now  to  examine  the  issue  thor- 
oughly and  craft  an  agreement  that  protects  the  interests  of  work- 
ers, farmers,  consumers,  and  the  environment  in  all  three  coun- 
tries. 

While  a  lot  has  been  said  about  the  dangers  of  rejecting  NAFTA, 
I  think  it  would  ultimately  be  preferable  to  risk  some  snort-term 
instability  in  Mexico's  financial  market  in  order  to  renegotiate  a 
better  deal  than  it  would  be  to  implement  a  flawed  agreement 
without  taking  into  account  all  its  consequences.  I  think  imple- 
menting a  flawed  agreement  might  be  more  damaging  to  long-term 
political  relations  between  Mexico  and  the  United  States  than  it 
would  be  to  take  the  time  to  get  it  right  now. 

I  would  like  to  talk  about  NAFTA  s  likely  impact  on  job  creation 
and  job  loss  in  both  the  United  States  and  Mexico,  as  well  as 
broader  issues  such  as  immigration  and  wages.  I  will  discuss  Can- 
ada's experience  briefly  as  well. 

Mr.  Machtley  was  talking  about  weathermen.  I  think  I  have  to 
apologize  for  my  profession.  Walter  Russell  Mead,  who  writes  for 
Harpers  Magazine  sometimes,  said  to  me  recently  about  econo- 
mists, who  he  disparages  on  a  regular  basis,  "Astrologers  are  their 
equal.  Weathermen  put  them  to  shame." 

I  am  afraid  the  debate  over  NAFTA  and  its  impact  on  jobs  has 
aptly  demonstrated  Mr.  Mead's  statement  about  economists.  We 
have  had  dueling  economists,  and  I  am  sure  Members  of  Congress 
are  tired  of  coming  in,  hearing  one  economist  say  NAFTA  is  going 
to  destroy  jobs  and  another  economist  saying  NAFTA  is  going  to 
create  jobs.  It  must  be  very  frustrating  to  have  to  listen  to  these 
different  opinions. 
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My  own  view,  as  you  know,  is  that  NAFTA  will  accelerate  job 
loss  in  the  United  States  as  well  as  putting  downward  pressure  on 
wages  and  working  conditions  for  the  jobs  that  do  remain.  It  will 
do  very  little  to  alleviate  poverty  and  the  unequal  distribution  of 
income  in  Mexico. 

What  I  would  like  to  suggest  to  you  today  is  that,  unpleasant  as 
it  might  be,  onerous  as  it  may  be,  it  is  necessary  to  take  the  time 
to  look  at  the  economic  models  and  the  different  projections  that 
have  been  made  about  what  the  job  impact  of  NAFTA  will  be. 
There  is  really  no  other  choice  for  you  as  Members  of  Congress 
than  to  take  some  time  and  think  about  what  are  the  assumptions 
that  underlie  the  various  economic  models,  what  goes  into  these 
projections.  And  that  is  how  you  should  ultimately  make  your  deci- 
sion, not  on  the  prestige  of  the  institution  or  the  economist  who 
makes  the  projections  and  not  on  whether  their  result  is  to  your 
liking. 

But  we  have  to  look  at  the  assumptions.  To  the  extent  that  the 
assumptions  that  are  built  into  the  economic  models  fail  to  capture 
the  economic  reality  of  the  three  countries  or  the  actual  content  of 
the  agreement  itself,  then  the  predicted  results  may  fall  short. 

I  have  written  more  extensively  about  this  in  a  briefing  paper  I 
did  for  the  Economic  Policy  Institute. 

The  second  thing  I  would  ask  you  to  take  into  account  is  how 
have  the  models  performed  in  the  past?  Have  they  been  able  to 
predict  the  outcome  of  past  instances  of  trade  liberalization  such  as 
the  Canada-United  States  Free  Trade  Agreement?  I  would  submit 
to  you  that  these  models  have  performed  notoriously  badly  in  pre- 
dicting the  outcome  of  past  instances  of  trade  liberalization. 

In  the  case  of  the  Canada-United  States  Free  Trade  Agreement, 
we  actually  have  a  couple  of  years  of  data.  We  have  taken  the  time 
to  compare  the  first  2V2  years  of  results  in  the  Canada-United 
States  agreement  with  what  the  economic  models  predicted.  Some 
of  these  same  models  are  still  being  used  and  are  very  influential 
in  the  debate  today. 

We  looked  at  the  sector-by-sector  predictions  of  employment 
change  by  industry  in  Canada.  We  found  that  they  came  up  with 
a  negative  score  in  the  statistical  ranking.  That  meant  that  a  ran- 
dom prediction  of  which  industries  would  be  the  big  winners  and 
which  industries  would  be  the  big  losers  would  have  done  better 
than  the  economic  models  did  in  the  case  of  Canada. 

I  know  Mr.  Peterson  has  already  mentioned  some  of  the  bad  re- 
sults for  the  Canadian  economy,  but  none  of  the  models,  in  fact,  do 
claim  to  take  into  account  all  the  very  complex  interactions  that 
are  going  to  happen  in  North  America,  and  nobody  would  really  ex- 
pect them  to.  That  would  be  unreasonable.  A  lot  of  things  are  going 
to  happen  that  have  nothing  to  do  with  NAFTA.  There  will  be  ex- 
change rate  changes,  domestic  policy  changes.  Today,  I  know  the 
Congress  will  vote  on  the  Presidents  budget.  That  will  also  have 
an  impact  on  jobs,  productivity  changes.  No  model  could  be  ex- 
pected to  take  all  of  those  things  into  account. 

But  I  think  it  is  worth  mentioning  in  that  light  that  this  debate 
is  not  one  that  is  ever  going  to  be  resolved.  Nobody  will  be  proved 
right  or  wrong.  I  could  he  standing  before  you  5  years  from  today. 
Maybe  we  passed  NAFTA,  and  it  took  effect  on  January  1,  1994, 
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as  it  is  supposed  to— and  I  stand  up  and  say,  we  have  lost  1  million 
manufacturing  jobs  since  then  and  in  all  the  industries  that  I 
thought  we  would  lose  jobs  in,  auto,  auto  parts,  electronics,  some 
agricultural  jobs.  I  would  say,  therefore,  I  am  right. 

But  that  would  not  be  the  end  of  the  story  because,  of  course,  a 
lot  of  other  things  happened.  There  have  been  productivity  in- 
creases. There  is  trade  with  other  countries.  So  maybe  half  those 
jobs,  I  would  say,  were  lost  because  of  trade  with  Mexico. 

Then  you  could  have  another  economist  who  would  stand  up 
after  me  and  say,  well,  if  it  had  not  been  for  NAFTA  we  would 
have  lost  1.5  million  manufacturing  jobs,  and,  therefore,  NAFTA 
saved  a  half  million  jobs.  I  just  want  to  illustrate  that  this  is  a  de- 
bate which  will  continue  and  which  depends  on  other  things. 

In  that  light,  I  guess  what  I  would  like  to  say  to  you  today  is 
that  the  debate  should  be  over  the  substance  of  the  agreement  as 
well  as  the  impact  on  jobs.  Is  it  a  good  set  of  rules  or  a  bad  set 
of  rules  that  we  are  putting  in  place  to  govern  trade  and  invest- 
ment flows  between  the  three  countries?  Who  is  benefited  by  the 
rules  and  who  is  hurt?  Do  they  protect  the  rights  of  workers?  Do 
they  protect  the  environmental  regulations  that  we  have  in  place 
in  this  country  and  that  we  value  very  much  or  do  they  undermine 
them? 

We  cannot  say  for  sure,  nobody  can  say  for  sure,  not  myself  and 
not  Jeffrey  Schott,  how  many  jobs  will  be  created  by  NAFTA.  But 
I  can  say  today,  after  reading  the  2,000  page  agreement,  that  I 
think  this  is  bad  set  of  rules  for  working  people,  for  the  environ- 
ment, and  for  family  farmers. 

Recently,  NAFTA  proponents  have  moved  away  from  the  eco- 
nomic models,  partly  because  of  some  of  the  criticisms  that  have 
been  made,  and  they  have  talked  more  about  the  trade  surplus 
with  Mexico.  They  point  to  the  trade  surplus  the  United  States  cur- 
rently has  with  Mexico  as  proving  that  NAFTA  is  creating  jobs  or 
trade  with  Mexico  is  creating  jobs  today  and  that  NAFTA  will  in- 
crease the  number  of  jobs  that  are  created.  They  do  that  by  apply- 
ing a  jobs  multiplier  to  the  trade  balance.  All  that  means  is  really 
taking  the  total  value  of  exports  and  then  dividing  it  by  the  total 
number  of  export-related  jobs.  That  comes  up  with  a  figure  some- 
where between  16,000  and  20,000,  depending  on  whose  figures  you 
use. 

I  don't  deny  that  having  a  trade  surplus  with  Mexico  means  that, 
in  the  short  run,  the  United  States  is  creating  some  jobs  by  being 
able  to  export  more  goods  to  Mexico  than  we  are  currently  import- 
ing. But  there  are  two  things  that  I  would  like  you  to  take  into  ac- 
count when  you  hear  the  trade  surplus  numbers. 

First,  focusing  exclusively  on  the  trade  balance  is  an  incomplete 
methodology.  That  does  take  into  account  jobs  created  by  net  ex- 
ports, but  it  does  not  take  into  account  that  there  might  be  some 
other  jobs  lost  by  a  shift  of  investment  out  of  the  United  States  to 
Mexico. 

There  are  two  different  elements  that  enter  into  GNP:  Consump- 
tion, investment,  government  spending,  and  exports  minus  imports. 
The  trade  surplus  looks  just  at  the  exports  minus  imports  and  ig- 
nores the  investment  element. 
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So  to  the  extent  that  investment  is  leaving  the  United  States  for 
Mexico,  there  is  some  offsetting  pressure  on  the  jobs  creating  by 
those  exports.  That  also  ought  be  taken  into  account. 

The  second  element  is  whether  that  trade  surplus  is  sustainable. 
Are  we  always  going  to  have  a  trade  surplus  with  Mexico?  How 
soon  might  it  turn  around? 

I  would  argue  to  you  that  there  are  many  reasons  to  believe  that 
the  trade  surplus  is  not  sustainable,  the  first  being  that  the  peso 
is  currently  overvalued  against  the  U.S.  dollar,  as  most  analysts 
are  well  aware.  When  the  peso  comes  down  in  value,  either 
through  devaluation  by  the  Mexican  Government  or  over  time  be- 
cause there  is  a  lack  of  confidence  in  the  Mexican  economy,  then 
parts  of  our  trade  surplus  will  evaporate. 

As  Gary  Hufbauer  and  Jeffrey  Schott  point  out  in  their  1992 
book  on  NAFTA,  85  percent  of  what  the  United  States  exports  to 
Mexico  is  capital  goods  and  only  15  percent  is  consumer  goods.  So 
capital  goods,  plant  and  equipment  and  factories,  et  cetera,  we  ex- 
port machinery  and  factories  to  Mexico  now,  and  in  the  future  Mex- 
ico will  develop  the  productive  capacity  to  export  consumer  goods 
back  into  our  market. 

What  that  indicates  is  that  a  lot  of  capital  goods  you  just  buy 
once.  You  build  a  factory  and  you  buy  a  lot  of  machinery.  You  put 
it  in  place,  and  for  another  20  years  you  export  consumer  goods. 
Other  capital  goods  you  replace  over  time  and  parts  and  so  on. 

But  it  is  exactly  what  you  might  expect  to  see  between  two  coun- 
tries where  investment  is  leaving  one  country  and  going  to  the 
other.  What  you  would  expect  to  see  is  a  short-term  increase  in  the 
trade  surplus.  As  you  set  up  those  factories  and  set  up  production, 
you  would  have  a  rise  in  exports  because  the  used  equipment  and 
machinery  all  shows  up  as  exports. 

It  might  take  a  while  for  the  imports  to  increase.  If  you  look  at 
the  Canada-United  States  experience,  Canada  experienced  a  surge 
in  its  trade  surplus  with  the  United  States  in  1990  even  though  it 
was  already  beginning  to  experience  severe  job  losses  due  to  the  re- 
location of  production  to  the  United  States. 

Many  of  the  investors  who  are  putting  billions  of  dollars  into  the 
Mexican  economy  are  banking  on  the  fact  that  the  trade  surplus 
will  soon  turn  around.  According  to  the  New  York  Times,  they  are 
thinking  it  will  turn  around  in  1  year  or  2,  not  15  or  20  years  as 
Gary  Hufbauer  and  Jeff  Schott  have  estimated. 

When  the  trade  surplus  turns  around,  to  the  extent  that  you 
measure  the  job  creation  by  NAFTA  on  the  basis  of  the  trade  sur- 
plus, then  that  job  creation  also  turns  around. 

I  want  to  also  address  some  figures  that  have  been  used  in  the 
NAFTA  debate  by  Ambassador  Mickey  Kantor,  the  U.S.  Trade  Rep- 
resentative. He  has  testified  recently  that  trade  with  Mexico  cur- 
rently supports  700,000  jobs.  If  NAFTA  goes  through  he  argues, 
that  figure  will  rise  to  900,000.  If  NAFTA  is  defeated,  he  warns, 
the  United  States  will  lose  400,000  jobs.  These  numbers  are  ex- 
tremely misleading  and  have  no  legitimate  place  in  the  policy  de- 
bate. 

First,  the  numbers  cited  by  Ambassador  Kantor  represent  the 
jobs  supported  by  total  gross  exports  to  Mexico.  He  doesn't  take 
into  account  imports  at  all.  It  is  as  though  all  we  do  is  export  to 
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Mexico  and  never  import  anything  at  all.  It  would  be  OK  if  he  were 
to  say  United  States  exports  to  Mexico  support  700,000  jobs.  It  is 
not  all  right,  from  an  economist's  point  of  view,  to  say  tnat  trade 
with  Mexico  supports  700,000  iobs.  That  is  inaccurate  because  he 
is  looking  only  at  the  export  side  and  ignoring  the  import  displace- 
ment. 

I  would  say  if  I  came  before  you,  or  any  other  NAFTA  critic  came 
before  you,  and  started  complaining  about  all  the  700,000  jobs  lost 
every  year  due  to  our  imports  from  Mexico,  you  would  dismiss  me 
as  being  hysterical  and  exaggerating  and  misusing  statistics.  I 
think  Ambassador  Kantor  should  be  held  to  at  least  that  same 
standard. 

Ambassador  Ranter's  prediction  that  passing  NAFTA  will  lead  to 
the  creation  of  another  200,000  U.S.  jobs  is  based  on  the  prediction 
that  United  States  exports  to  Mexico  will  rise  $15  billion  by  1995, 
to  a  total  of  about  $56  billion.  This  extrapolates  the  very  rapid  rise 
in  exports  that  began  in  1987.  Again,  Kantor  ignores  the  possibility 
that  United  States  imports  from  Mexico  will  rise  during  this  pe- 
riod. 

But  if  you  think  about  these  numbers,  what  it  would  take  for 
United  States  exports  to  Mexico  to  rise  that  much — you  look  at 
Mexico's  growth  rates.  The  Mexican  Government  is  predicting  fair- 
ly slow  growth  over  the  next  couple  ofyears  because  they  have  put 
a  big  premium  on  reducing  inflation.  So  their  growth  forecasts  are 
in  the  range  of  2  to  3  percent  a  year. 

If  you  take  the  size  of  Mexico  s  GDP,  which  is  less  than  $300  bil- 
lion, and  figure  out  how  much  growth  that  is,  what  the  predictions 
for  export  growth  would  mean  would  be  about  half  of  all  future 
growth  in  Mexico  will  go  toward  the  purchase  of  United  States 
goods.  This  is  simply  not  credible.  Right  now,  about  15  percent  of 
every  dollar  in  Mexico  is  spent  on  United  States  goods.  Why  would 
that  amount  triple?  Imagine  a  huge  shift  on  the  part  of  Mexican 
consumers  and  businesses  from  Mexican — made  goods  to  Amer- 
ican— made  goods. 

Finally,  there  is  little  basis  for  the  doom-and-gloom  scenario  laid 
out  by  Kantor  that  the  United  States  will  lose  400,000  jobs  if 
NAFTA  is  rejected.  According  to  David  Walters,  chief  economist  at 
the  U.S.  Trade  Representative's  office,  this  figure  is  based  on  a  sce- 
nario where  United  States  exports  to  Mexico  actually  fall  by  about 
$10  billion  after  1992,  to  $31  billion.  In  other  words,  not  only  do 
exports  to  Mexico  actually  stop  growing,  but  they  backslide  by 
about  25  percent.  This  would  account  for  a  loss  of  161,000  jobs, 
using  the  same  multipliers  assumed  by  Walters. 

Where  do  the  other  239,000  lost  jobs  come  from?  The  loss  of 
400,000  jobs  is  measured  not  from  current  levels  of  jobs  supported 
by  exports  with  Mexico  but  from  the  mythical  amount  of  900,000, 
which  is  never  actually  reached  but  only  assumed  to  be  able  to 
reach. 

I  do  not  believe  there  is  much  basis  for  predicting  that  trade  be- 
tween the  United  States  and  Mexico  will  dry  up  in  the  absence  of 
NAFTA.  As  NAFTA  supporters  point  out  repeatedly,  trade  and  in- 
vestment flows  have  boomed  in  the  absence  of  the  agreement. 
There  is  no  reason  to  suppose  they  cannot  continue  at  least  at  cur- 
rent levels  if  the  agreement  is  rejected  by  the  U.S.  Congress. 
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Mexico  could  conceivably  erect  trade  barriers  in  order  to  punish 
the  United  States  for  rejecting  NAFTA.  But  if  that  was  not  per- 
ceived to  be  in  Mexico's  interest  before,  it  is  hard  to  see  how  it  be- 
comes in  Mexico's  interest  after  NAFTA  has  been  rejected.  U.S. 
companies  that  are  already  producing  in  Mexico  might  close  up 
shop  and  come  back  to  the  United  States  if  NAFTA  fails.  But, 
again,  if  they  are  currently  producing  profitably  in  Mexico  in  the 
absence  of  NAFTA,  why  would  NAFTA's  failure  induce  them  to 
leave? 

In  short,  Ambassador  Kantor's  figures  provide  at  best  a  very  lim- 
ited and  one-sided  picture  of  NAFTA's  potential  impact  on  U.S. 
jobs. 

When  we  do  take  into  account  the  likely  shift  of  investments 
from  the  United  States  to  Mexico  and  when  we  don't  assume  that 
there  is  full  employment  in  both  countries,  then  we  see  estimates 
of  net  job  loss  for  the  United  States  from  290,000  up  to  about 
900,000  from  the  Economic  Strategy  Institute  over  the  course  of 
the  next  5  to  10  years.  It  has  been  argued  that  these  are  trivially 
small  figures,  given  the  normal  turnover  in  the  U.S.  labor  force. 
While  it  is  true  that  this  is  less  than  1  percent  of  the  labor  force, 
it  is  also  true  that  the  predicted  gains  from  NAFTA  are  even  small- 
er. 

The  high  end  of  the  range  of  employments  gains  predicted  by  the 
International  Trade  Commission  is  8/100th  of  1  percent.  That  is 
the  most  optimistic  scenario  they  could  find.  Even  so,  I  think  it  is 
wrong  to  dismiss  the  loss  of  half  a  million  or  900,000  jobs  as  trivial. 
Certainly,  since  those  losses  may  be  concentrated  in  a  few  regions 
and  industries  and  the  people  who  had  them  may  be  very  vulner- 
able in  terms  of  finding  other  employment  like  apparel  workers, 
some  agricultural  workers,  then  I  think  that  that  impact  is  greater. 

Beyond  that,  there  is  also  the  impact  on  wages,  which  has  been 
estimated  to  be  the  loss  of  about  $1,000  a  year  for  the  bottom  70 
percent  of  the  work  force. 

I  was  going  to  talk  a  little  bit  about  Mexico,  but  it  is  in  my  state- 
ment which  you  have  for  the  record. 

I  would  like  to  end  by  emphasizing  that  I  oppose  NAFTA  not  be- 
cause I  don't  believe  that  Mexico  is  a  good  neighbor  or  that  I  don't 
want  to  be  a  better  neighbor  to  Mexico  but  because  I  believe  it  is 
a  misguided  development  strategy  for  all  three  North  American 
countries,  increasing  the  incentives  for  companies  to  follow  a  low- 
wage  competition  strategy.  Mexico's  prosperity  and  development 
are  crucially  important  to  the  United  States,  both  for  humanitarian 
and  pragmatic  reasons.  But  NAFTA  is  not  the  best,  or  the  only,  de- 
velopment path  for  Mexico. 

I  believe  it  is  possible  to  negotiate  a  better  trade  agreement 
among  the  three  North  American  countries,  one  that  puts  labor 
and  environmental  standards  right  at  the  center,  rather  than  tack- 
ing them  on  as  an  afterthought  to  an  already  completed  agreement. 
This  process  could  raise  standards  and  enforcement  in  all  three 
countries,  rather  than  allowing  unregulated  market  forces  to  drive 
wages  and  standards  down  to  the  lowest  common  denominator,  as 
the  current  version  of  NAFTA  does. 

I  have  more  about  the  supplemental  agreements,  but  I  will  end 
here. 
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I  thank  you  very  much  for  your  patience  and  for  giving  me  the 
opportunity  to  speak  to  you  today.  I  look  forward  to  any  questions 

you  might  nave. 

Mr.  Peterson.  Thank  you  very  much  for  those  very  enlightening 

comments.  _ 

[The  prepared  statement  of  Ms.  Lee  follows:] 
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Thank  you  for  inviting  me  to  testify  this  morning  on  this  extremely  impor- 
tant topic.  I  believe  that  the  choices  we  will  make  over  the  next  few  months,  as  a 
nation  and  as  a  region,  as  to  how  to  integrate  the  economies  of  North  America  will 
have  a  profound  impact  on  our  course  of  economic  development  over  the  next 
several  decades.  For  that  reason,  it  is  crucial  that  we  take  the  time  now  to 
examine  the  issue  thoroughly  and  craft  an  agreement  that  protects  the  interests  of 
workers,  farmers,  consumers,  and  the  environment  in  all  three  countries. 

It  would  ultimately  be  preferable  to  risk  some  short-term  instability  in 
Mexico's  financial  market  in  order  to  renegotiate  a  better  deal  than  it  would  be  to 
implement  a  flawed  agreement  without  taking  into  account  all  its  consequences. 
We  should  not  hold  ourselves  to  an  artificial  or  political  timetable  simply  because 
those  who  initiated  the  negotiations  declared  at  the  outset  that  the  deal  could  be 
struck  quickly. 

Today  I  will  address  NAFTA's  likely  impact  on  job  creation  and  job  loss  in 
both  the  United  States  and  Mexico,  as  well  as  broader  issues  such  as  immigration 
and  wages.  I  will  discuss  Canada's  experience  briefly  as  well. 

Economists  disagree  over  whether  NAFTA  will  create  or  destroy  jobs  in  the 
United  States.  Proponents  of  NAFTA  have  claimed  that  it  will  create  new  jobs  as 
U.S.  firms  gain  improved  access  to  Mexican  consumer  markets.  In  contrast,  critics 
argue  that  NAFTA  will  encourage  and  accelerate  the  movement  of  U.S.  corpora- 
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tions  to  Mexico,  leading  to  a  net  loss  of  jobs  over  time,  compared  to  what  we  would 
have  had  in  the  absence  of  an  agreement. 

My  own  view,  which  is  supported  by  research  done  by  my  institute,  is  that 
NAFTA  will  accelerate  job  loss  in  the  United  States  and  put  downward  pressure 
on  wages  and  working  conditions,  while  doing  very  little  to  alleviate  poverty  and 
unequal  distribution  of  income  in  Mexico. 

How  can  a  member  of  Congress  evaluate  these  competing  claims?  I  would 
respectfully  suggest  a  few  guidelines.  First,  the  various  economic  models  used  to 
predict  NAFTA's  economic  impact  should  not  be  judged  by  the  prestige  of  then- 
authors,  nor  by  the  attractiveness  of  their  results.  Rather,  it  is  necessary  (al- 
though perhaps  onerous)  to  examine  critically  the  set  of  assumptions  on  which  the 
models  are  built.  To  the  extent  that  those  assumptions  fail  to  capture  the  econom- 
ic reality  of  the  three  countries  or  the  actual  content  of  the  agreement  itself 
(rather  than  some  mythical  "free-trade"  outcome),  then  the  predicted  results  may 
also  fall  short.  (Please  see  the  Economic  Policy  Institute  Briefing  Paper  I  wrote 
with  Jeff  Faux,  "The  Effect  of  George  Bush's  NAFTA  on  American  Workers,"  for  a 
more  detailed  critique  of  the  models  and  their  assumptions.) 

Second,  it  is  fair  to  examine  the  track  record  of  the  models  that  have 
influenced  debate  over  past  episodes  of  trade  liberalization,  such  as  the  Canada- 
US.  Free  Trade  Agreement.  The  computable  general  equilibrium  models,  on  which 
several  U.S.  International  Trade  Commission  reports  relied  heavily,  proved  notori- 
ously  incompetent  in  predicting  the  outcome  of  the  Canada-U.S.   Free  Trade 
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Agreement.  In  fact,  a  random  prediction  of  job  gains  or  losses  by  industry  would 
have  performed  better  than  the  economic  models  did  in  the  two  and  a  half  years 
following  implementation  of  the  Canada- U.S.  agreement. 

None  of  the  models  claim  to  predict  how  all  the  complex  interactions  and 
policy  changes,  including  but  not  limited  to  NAFTA,  among  the  three  North 
American  countries  will  affect  the  final  outcome.  In  that  sense,  none  of  them  will 
be  "proven"  right  or  wrong.  In  the  case  of  Canada,  for  example,  the  modelers 
defend  their  incorrect  predictions  of  growth  and  job  creation  by  saying  that  they 
could  not  have  been  expected  to  know  the  Canadian  recession  would  be  as  severe 
as  it  turned  out  to  be.  While  Canada  lost  almost  a  quarter  of  its  manufacturing 
jobs  in  the  three  years  following  the  implementation  of  the  FT  A,  policymakers 
claimed  that  the  job  losses  would  have  been  worse  if  not  for  the  agreement. 

More  recently,  NAFTA  proponents  have  abandoned  the  economic  models 
and  argued  that  NAFTA's  net  impact  on  jobs  should  be  measured  by  the  size  of 
the  U.S.  trade  surplus  with  Mexico.  The  methodology  here  is  quite  straightfor- 
ward. Calculate  a  jobs  "multiplier"  by  dividing  total  exports  by  the  number  of 
export-related  jobs.  This  gives  a  rough  figure  for  the  number  of  jobs  supported  by 
each  billion  dollars  worth  of  exports.  This  can  then  be  applied  to  the  current  trade 
surplus  with  Mexico,  as  well  as  to  forecasted  changes  in  the  trade  balance. 

This  is  the  methodology  applied  by  Gary  Hufbauer  and  Jeffrey  Schott  of  the 
Institute  for  International  Economics  in  their  1992  analysis  of  NAFTA.  They 
predict  that  NAFTA  will  create  175,000  net  new  jobs  in  the  United  States  by  the 
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year  1995,  but  that  when  trade  eventually  balances  between  the  United  States 
and  Mexico,  the  United  States  will  suffer  a  small  net  job  loss  of  about  5,400  jobs. 

There  are  two  reasons  to  question  Hufbauer  and  Schott's  prediction  of 
medium-term  job  gain.  First,  their  overall  methodology  is  incomplete.  It  is 
misleading  to  focus  exclusively  on  the  trade  balance  to  determine  the  employment 
impact  of  trade.  Net  exports  are  one  element  of  gross  domestic  product  and 
therefore  job  creation.  But  investment  is  a  separate  element,  which  the  Hufbauer- 
Schott  analysis  ignores.  To  the  extent  that  U.S.  exports  to  Mexico  represent  the 
shift  of  productive  investment  (i.e.  factories  that  close  in  the  United  States  only  to 
reopen  in  Mexico)  rather  than  the  opening  of  new  consumer  markets,  there  will  be 
a  negative  impact  on  job  creation  in  the  United  States  not  captured  by  changes  in 
the  trade  balance. 

Second,  Hufbauer  and  Schott's  predictions  of  job  gains  assume  that  the  U.S. 
trade  surplus  with  Mexico  is  both  sustainable  and  growing.  In  order  for  their 
prediction  to  be  accurate,  the  U.S.  surplus  with  Mexico  must  approximately  double 
between  now  and  1995  and  then  remain  at  that  level  for  the  next  fifteen  or  twenty 
years. 

This  is  highly  unlikely  for  several  reasons.  First,  it  is  widely  acknowledged 
that  the  peso  is  currently  overvalued  relative  to  the  dollar,  since  devaluations  in 
recent  years  have  not  been  large  enough  to  compensate  for  the  difference  between 
inflation  rates  in  the  two  countries.  If  or  when  the  peso  comes  down  to  a  more 
sustainable  level,  the  U.S.  trade  surplus  will  shrink. 
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Second,  the  composition  of  U.S.  trade  with  Mexico  indicates  that  the  trade 
surplus  is  likely  temporary.  As  Hufbauer  and  Schott  point  out  in  their  book,  85 
percent  of  U.S.  exports  to  Mexico  are  capital  goods,  and  only  15  percent  are 
consumer  goods.  We  export  machinery  and  factories  to  Mexico  now,  so  that  Mexico 
can  develop  the  productive  capacity  to  export  consumer  goods  back  into  our 
market.  While  some  capital  goods  will  be  needed  over  a  long  period  of  time,  others 
represent  one-time  purchases,  in  contrast  to  consumer  goods.  Also,  Mexico  is 
currently  developing  the  capacity  to  produce  its  own  capital  goods,  so  there  is  no 
guarantee  that  we  will  have  a  lock  on  that  market  indefinitely  into  the  future. 

In  fact,  it  is  entirely  predictable  that  moving  production  from  one  country  to 
another  would  result  in  a  short-term  rise  in  the  trade  surplus,  since  used  equip- 
ment and  machinery  show  up  as  exports,  and  it  may  take  a  while  for  imports  to 
rise.  Canada  experienced  a  surge  in  its  trade  surplus  with  the  United  States  in 
1990,  even  though  it  was  already  beginning  to  experience  severe  job  losses  due  to 
the  relocation  of  production  to  the  United  States. 

According  to  the  New  York  Times  ("High  Interest  Rates  Are  Luring  Wall 
Street  Cash,"  April  22,  1993),  investors  who  have  bought  heavily  into  Mexican 
Treasury  securities  are  gambling  that  Mexico's  trade  deficit  will  start  to  reverse 
itself  "in  a  year  or  two"  ~  not  fifteen  or  twenty,  as  Hufbauer  and  Schott  have 
postulated.  In  the  first  three  months  of  1993,  the  U.S.  trade  surplus  with  Mexico 
is  running  at  only  59  percent  of  its  level  during  the  same  period  in  1992.  This  may 
be  just  a  blip  in  the  data,  or  it  may  signify  a  reversal  of  the  current  trend.  If  in 
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fact,  the  U.S.  trade  surplus  with  Mexico  disappears  in  the  next  couple  of  years, 
then  Hufbauer  and  Schott's  "very  long-term"  scenario  of  net  job  loss  for  the  United 
States  could  turn  out  to  be  right  around  the  corner  rather  than  twenty  years 
away. 

It  is  also  worth  noting,  on  this  subject,  that  U.S.  exports  to  Mexico  include 
some  goods  not  produced  in  the  United  States,  but  rather  imported  and  then 
reexported  to  Mexico.  I  am  unaware  of  any  way  to  break  down  the  data  in  order  to 
get  an  exact  measurement  of  this  phenomenon,  but  there  are  several  indications 
that  it  may  be  artificially  inflating  apparent  U.S.  exports  to  Mexico.  For  example, 
if  China  exports  toys  to  the  United  States  which  are  then  exported  to  Mexico,  this 
creates  no  new  jobs  in  the  United  States  (other  than  in  shipping  and  handling). 
However,  it  appears  to  increase  the  U.S.  trade  surplus  with  Mexico.  In  fact,  that 
increase  comes  directly  at  the  expense  of  a  larger  trade  deficit  with  China. 

Mickey  Kan  tor,  the  U.S.  trade  representative,  has  recently  testified  that 
trade  with  Mexico  currently  supports  700,000  jobs.  If  NAFTA  goes  through,  he 
argues,  that  figure  will  rise  to  900,000.  If  NAFTA  is  defeated,  he  warns,  the 
United  States  will  lose  400,000  jobs.  These  numbers  are  extremely  misleading  and 
speculative.  They  have  no  legitimate  place  in  the  policy  debate. 

First,  the  numbers  cited  by  Kantor  represent  the  jobs  supported  by  total 
(gross)  exports  to  Mexico,  rather  than  net  exports  (exports  minus  imports),  which 
would  be  more  legitimate.  Properly  speaking,  Kantor  may  claim  that  exports  to 
Mexico  support  700,000  jobs,  but  not  that  trade  with  Mexico  creates  700,000  jobs. 
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While  some  workers  are  employed  in  producing  exports  to  Mexico,  it  is  also  true 
that  other  workers  have  been  displaced  by  imports  from  Mexico,  which  have  also 
risen  rapidly  since  1987.  Kantor's  figures  look  only  at  the  export  side,  ignoring 
import  displacement. 

If  a  NAFTA  critic  complained  about  the  600,000  jobs  destroyed  by  imports 
from  Mexico  without  ever  acknowledging  the  jobs  created  by  exports,  he  or  she 
would  be  accused  of  exaggerating  and  misusing  statistics.  Mickey  Kantor  should 
be  held  to  the  same  standard. 

Ambassador  Kantor's  prediction  that  passing  NAFTA  will  lead  to  the 
creation  of  another  200,000  U.S.  jobs  is  based  on  the  prediction  that  U.S.  exports 
to  Mexico  will  rise  $15  billion  by  1995,  to  a  total  of  about  $56  billion.  This 
extrapolates  the  very  rapid  rise  in  exports  that  began  in  1987.  Again,  Kantor 
ignores  the  possibility  that  U.S.  imports  from  Mexico  will  rise  during  this  period. 

Since  the  Mexican  government's  own  growth  forecasts  (for  GDP)  are  in  the 
range  of  only  about  2  to  3  percent  a  year  during  the  next  few  years,  this  rapid  rise 
in  exports  must  assume  that  about  half  of  all  future  growth  in  Mexico  will  go 
toward  the  purchase  of  U.S.  goods.  This  would  be  more  than  triple  the  current 
rate  at  which  Mexicans  purchase  American  goods  (about  15  cents  of  every  dollar 
in  Mexico  is  now  used  to  buy  imports  from  the  United  States). 

Finally,  there  is  little  basis  for  the  doom-and-gloom  scenario  laid  out  by 
Kantor  that  the  United  States  will  lose  400,000  jobs  if  NAFTA  is  rejected. 
According  to  David  Walters,  chief  economist  at  the  U.S.  trade  representative's 
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office,  this  figure  is  based  on  a  scenario  where  U.S.  exports  to  Mexico  actually  fall 
by  about  $10  billion  after  1992,  to  $31  billion.  In  other  words,  not  only  do  exports 
to  Mexico  actually  stop  growing,  but  they  backslide  by  about  25  percent.  This 
would  account  for  a  loss  of  161,000  jobs,  using  the  same  multipliers  assumed  by 
Walters.  Where  do  the  other  239,000  lost  jobs  come  from?  The  loss  of  400,000  jobs 
is  measured  not  from  current  levels,  but  from  the  mythical  height  of  900,000, 
which  is  never  actually  attained,  but  only  assumed  to  be  possible. 

I  do  not  believe  there  is  much  basis  for  predicting  that  trade  between  the 
United  States  and  Mexico  will  dry  up  in  the  absence  of  NAFTA.  As  NAFTA 
supporters  point  out  repeatedly,  trade  and  investment  flows  have  boomed  in  the 
absence  of  the  agreement;  there  is  no  reason  to  suppose  they  cannot  continue  at 
least  at  current  levels  if  the  agreement  is  rejected  by  the  U.S.  Congress.  Mexico 
could  conceivably  erect  trade  barriers  in  order  to  punish  the  United  States  for 
rejecting  NAFTA.  But  if  that  was  not  perceived  to  be  in  Mexico's  interest  before,  it 
is  unclear  how  the  rejection  of  NAFTA  would  change  that.  U.S.  companies  that  are 
already  producing  in  Mexico  might  close  up  shop  and  come  back  to  the  United 
States  if  NAFTA  fails.  But  again,  if  they  are  currently  producing  profitably  in 
Mexico,  why  would  NAFTA's  failure  induce  them  to  leave?  In  short,  Ambassador 
Kantor's  figures  provide  at  best  a  very  limited  and  one-sided  picture  of  NAFTA's 
potential  impact  on  U.S.  jobs. 

When  the  likely  shift  of  investment  from  the  United  States  to  Mexico  is 
taken  into  account,  rather  than  assumed  not  to  occur,  and  when  the  assumption  of 


8 


32 


full  employment  in  all  three  countries  is  dropped,  estimates  of  net  job  loss  for  the 
United  States  range  from  290,000  to  900,000  over  the  next  five  to  ten  years. 

It  has  been  argued  that  these  are  trivially  small  figures,  given  the  normal 
turnover  in  the  U.S.  labor  force.  While  it  is  true  that  the  predicted  losses  amount 
to  less  than  one  percent  of  the  labor  force,  it  is  also  true  that  the  predicted  gains 
from  NAFTA  are  even  smaller.  The  high  end  of  the  range  of  employment  gains 
predicted  by  the  ITC  is  eight-hundredths  of  one  percent.  Even  so,  we  should  not 
dismiss  the  possible  loss  of  500,000  or  900,000  jobs  as  "trivial."  First,  gross 
dislocation  will  likely  be  two  or  three  times  greater  than  the  net  job  loss  figures. 
Second,  the  losses  are  likely  to  be  concentrated  in  a  few  industries  and  regions,  so 
that  the  impact  on  individual  communities  may  be  much  greater  than  the  aggre- 
gate figures  indicate.  Our  analysis  of  the  industries  most  vulnerable  to  job  loss 
after  NAFTA  indicates  that  the  proportional  impact  will  be  greatest  in  the 
Midwest  and  East  South  Central  states,  but  that  California  and  Texas  also 
contain  large  absolute  numbers  of  vulnerable  jobs  (see  Table  1). 

Third,  beyond  the  loss  of  jobs,  it  is  also  likely  that  NAFTA  will  lead  to 
significant  wage  erosion:  Professor  Ed  Learner  of  UCLA  predicts  a  loss  of  about 
$1,000  a  year  for  approximately  70  percent  of  the  U.S.  work  force—everyone  but 
managers,  scientists,  and  technicians.  "Indeed,"  he  writes,  "if  the  reason  for  the 
expansion  of  international  commerce  is  increased  access  to  low-wage  unskilled 
foreign  labor  it  is  virtually  certain  that  our  low-skilled  workers  will  have  their 
earnings  reduced." 
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LIKELY  IMPACT  ON  MEXICO 

Because  NAFTA  locks  Mexico  into  a  dead-end  development  strategy,  where 
the  objective  is  to  attract  foreign  investment  by  keeping  wages  low,  unions  weak, 
and  regulations  unenforced,  it  is  unlikely  to  bring  big  gains  for  most  Mexican 
workers.  While  some  new  manufacturing  jobs  will  be  created  by  the  influx  of  U.S. 
investment,  these  gains  will  not  be  anywhere  near  large  enough  to  employ  the 
almost  one  million  Mexican  workers  who  enter  the  labor  force  every  year. 

Furthermore,  the  gains  in  manufacturing  employment  will  be  somewhat 
offset  by  losses  in  other  sectors,  particularly  agriculture  and  small  business.  By 
phasing  out  the  subsidies  and  tariffs  on  basic  grains,  the  agreement  (along  with 
other  agricultural  reforms  already  implemented  by  President  Salinas)  will  lead  to 
the  displacement  of  many  Mexican  small  farmers  (estimates  range  from  800,000  to 
about  2  million).  And  Mexican  small  businesses  will  continue  to  be  driven  out  of 
business  by  cheap  imports  and  by  the  domestic  production  of  multinationals. 

The  Mexican  labor  market  is  ill-equipped  to  handle  disruptions  of  these 
magnitudes.  Mexico  has  no  adjustment  assistance  programs,  no  unemployment 
compensation,  and  virtually  no  social  safety  net.  For  this  reason,  dislocation  in 
Mexico  is  likely  to  lead  to  greater  economic  hardship  for  those  affected  than  the 
same  amount  of  job  loss  in  the  United  States.  It  is  also  likely  to  increase  pressures 
for  illegal  immigration,  at  least  in  the  short  run. 

I  would  like  to  take  this  opportunity  to  emphasize  that  I  oppose  NAFTA 
because  I  believe  it  is  a  misguided  development  strategy  for  all  three  North 
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American  countries,  increasing  the  incentives  for  companies  to  follow  a  low-wage 
competition  strategy.  Mexico's  prosperity  and  development  are  crucially  important 
to  the  United  States,  both  for  humanitarian  and  pragmatic  reasons.  But  NAFTA  is 
not  the  best,  or  the  only,  development  path  for  Mexico. 

I  believe  it  is  possible  to  negotiate  a  better  trade  agreement  among  the 
three  North  American  countries,  one  that  puts  labor  and  environmental  standards 
right  at  the  center,  rather  than  tacking  them  on  as  an  afterthought  to  an  already 
completed  agreement.  This  process  could  raise  standards  and  enforcement  in  all 
three  countries,  rather  than  allowing  unregulated  market  forces  to  drive  wages 
and  standards  down  to  the  lowest  common  denominator,  as  the  current  version  of 
NAFTA  does. 

Unfortunately,  the  supplemental  agreements  now  being  negotiated  by  the 
three  countries  appear  (from  published  accounts  of  the  U.S.  proposal  in  Inside 
U.S.  Trade)  to  be  inadequate  to  "save"  NAFTA.  While  trade  sanctions  are  allowed 
as  a  last  resort,  the  complaining  country  must  convince  at  least  one  other  country 
that  the  case  deserves  investigation  before  a  panel  can  even  be  convened.  Second, 
it  must  be  shown  that  there  has  been  a  "persistent  and  unjustifiable  pattern  of 
violation"  before  sanctions  may  be  imposed.  This  language  is  unacceptably  vague 
and  makes  a  distinction  between  "justifiable"  and  "unjustifiable"  violations  of 
standards.  In  the  intellectual  property  rights  chapter  of  NAFTA,  by  contrast,  no 
allowance  is  made  for  "justifiable"  infringements  of  copyright. 
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Finally,  the  proposed  agreement  aims  only  at  "national  enforcement  of 
national  law."  This  ignores  areas  where  national  laws  may  be  unacceptably  weak, 
and  where  explicit  upward  harmonization  could  improve  standards  and  working 
conditions.  And  if  press  accounts  of  the  Canadian  and  Mexican  reactions  to  the 
U.S.  proposal  are  accurate,  then  the  final  supplemental  agreement  will  probably 
be  even  weaker  than  the  one  currently  on  the  table. 

In  closing,  I  would  like  to  thank  you  for  giving  me  the  opportunity  to  speak 
to  you  today.  I  look  forward  to  answering  any  questions  you  might  have. 
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Table   1 


Percent  of 

Number  of 

State/Reaion/Division 

Vulnerable  Jobs 

Vulnerable  Jobs 

Northeast 

New  England 

Maine 

6.96 

32,413.67 

New  Hampshire 

8.60 

42,560.33 

Vermont 

8.67 

19,933.00 

Massachusetts 

6.61 

158,812.00 

Rhode  Island 

9.94 

39,177.33 

Connecticut 

4.80 

68,338.67 

Middle  Atlantic 

New  York 

5.99 

403,333.33 

New  Jersey 

5.97 

190,144.00 

Pennsylvania 

7.70 

363,333.33 

Midwest 

East  North  Central 

Ohio 

9.31 

406,666.66 

Indiana 

13.27 

300,656.00 

Illinois 

7.87 

380,000.00 

Michigan 

14.07 

501,904.33 

Wisconsin 

10.29 

212,259.33 ' 

West  North  Central 

Minnesota 

4.83 

91,831.67 

Iowa 

9.27 

103,735.00 

Missouri 

9.29 

193,357.33 

North  Dakota 

3.67 

8,369.67 

South  Dakota 

6.63 

16,756.00 

Nebraska 

7.42 

47,938.33 

Kansas 

5.10 

50,759.33 

South 

South  Atlantic 

Delaware 

8.16 

24,123.00 

Maryland 

4.69 

97,560.67 

District  of  Columbia 

0.50 

1,157.67 

Virginia 

5.89 

158,514.33 

West  Virginia 

4.54 

28,077.00 

North  Carolina 

12.84 

352,105.00 

South  Carolina 

8.77 

125,598.66 

Georgia 

7.84 

203,402.66 

Florida 

4.77 

233,333.33 

East  South  Central 

Kentucky 

9.93 

130,415.33 

Tennessee 

12.69 

247,218.66 

Alabama 

9.70 

148,668.66 

Mississippi 

12.86 

120,427.66 
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Percent  of 

Number  of 

State/Reaion/Division 

Vulnerable  Jobs 

Vulnerable  Jobs 

West  South  Central 

Arkansas 

13.16 

111,542.66 

Louisiana 

2.70 

40,721.00 

Oklahoma 

5.80 

64,312.00 

Texas 

6.02 

410,000.00 

West 

Mountain 

Montana 

2.88 

7,864.00 

Idaho 

8.88 

33,910.00 

Wyoming 

1.75 

3,145.33 

Colorado 

4.72 

66,179.00 

New  Mexico 

3.45 

18,394.33 

Arizona 

6.50 

86,718.00 

Utah 

6.42 

39,434.33 

Nevada 

1.43 

7,578.33 

Pacific 

Washington 

3.95 

78,581.33 

Oregon 

5.59 

62,892.67 

California 

7.36 

840,000.00 

Alaska 

1.01 

1,984.67 

Hawaii 

2.44 

11,152.33 

(J^W.  ffhL 
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Mr.  Peterson.  I  just  want  to  go  over  a  couple  of  things  here  to 
make  sure  that  we  have  the  point.  You  pointed  out  the  short- 
comings of  the  economic  modeling.  We  asked  the  ITC  how  their 
model  fared  under  the  Canadian  Free  Trade  Agreement.  They  said 
the  results  were  overwhelmed  by  the  recession.  I  expect  there  is  al- 
ways something  like  that.  That  is  basically  what  you  said. 

Ms.  Lee.  But  the  results  that  I  gave  you,  talking  about  the  sector 
impact,  should  not  have  been  affected  by  the  recession  because  we 
compared  the  predictions  of  the  biggest  winners  and  the  biggest 
losers.  So  the  levels  weren't  important. 

So  even  if  they  were  off,  say  they  predicted  positive  growth  and 
there  was,  in  fact,  negative  growth,  that  should  not  have  been  af- 
fected by  the  recession.  They  still  should  have  known  which  sectors 
would  win  and  which  would  lose. 

The  fact  that  they  did  not  know  that,  I  think,  indicates  that  their 
model  was  missing  some  essential  element,  that  it  was  not  captur- 
ing the  dynamic  of  what  actually  happened  between  Canada  and 
the  United  States. 

I  would  argue  that  the  essential  element  is  the  shift  of  invest- 
ment, the  relocation  of  investment  from  Canada  to  the  United 
States  as  Canada,  between  those  two  countries,  is  the  high-wage 
country.  That  was  exactly  what  Canada  feared,  and  that  is  part  of 
what  happened. 

Mr.  Peterson.  And  we  are  using  the  same  kind  of  modeling 
here? 

Ms.  Lee.  The  computable  general  equilibrium  models  that  the 
ITC  relies  on,  basically,  look  at  the  change  in  tariff's.  They  don't 
focus  on  what  happens  to  investment  decisions. 

Mr.  Peterson.  That  is  what  we  are  using  in  NAFTA,  right? 

Ms.  Lee.  That  is  what  we  are  using. 

Mr.  Peterson.  You  have  been  following  this  issue  for  a  year. 
Can  you  tell  me  where  the  high-paying  jobs  are  going  to  come 
from?  Can  you  tell  me  what  industries  and  where? 

Ms.  Lee.  I  think  some  of  the  new  high-paying  jobs  will  be  in  the 
U.S.  financial  services  industry.  I  think  the  United  States  financial 
industry  will  do  well  under  NAFTA.  A  lot  of  those  new  jobs  will 
be  in  Mexico. 

To  the  extent  that  American  Express,  for  example,  sets  up  oper- 
ations in  Mexico,  they  will  hire  lots  of  Mexicans  and  maybe  a  few 
Americans.  Other  jobs  that  might  be  created  might  be  in  some  of 
the  basic  grain  sectors  such  as  corn  and  wheat  because  there  will 
be  increased  access  to  the  Mexican  market,  but  those  are  not  big 
job  creating  agricultural  operations,  partly  because  they  are  very 
mechanized  and  partly  because  there  is  some  excess  capacity  there. 
So  they  can  increase  production  without  hiring  a  lot  more  people. 

I  think  some  of  the  capital  goods  industries  in  the  United  States 
will  have  increased  sales  to  Mexico,  but  it  is  a  real  question  wheth- 
er they  will  create  more  jobs.  If  we  are  selling  more  capital  goods 
to  Mexico  but  selling  capital  goods  to  Mexico  means  only  that  a 
plant  has  moved  across  the  border,  then  you  have  not  actually 
added  any  new  jobs.  You  are  just  selling  the  goods  across  the  bor- 
der rather  than  selling  them  to  Milwaukee  or  New  York  State. 
That  does  not  create  new  jobs.  It  shifts  the  final  location  of  where 
you  buy. 
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If  there  is  really  increased  demand,  increased  growth — although 
most  projections  don't  show  much  increase  in  growth — then  you 
would  have  a  generalized  improvement. 

It  is  hard  to  locate  those  high-wage  jobs,  frankly,  because  there 
is  not  all  that  much  that  has  changed  in  North  America  to  create 
new  income  which  would  really  create  the  new  jobs. 

Mr.  Peterson.  You  mentioned  wheat.  Do  you  think  that  wheat 
will  be  a  winner? 

Ms.  Lee.  It  might  be,  certainly  in  Mexico. 

Mr.  Peterson.  Do  you  know  what  has  happened  with  wheat 
since  we  passed  the  Canadian  agreement? 

Ms.  Lee.  I  know  wheat  has  suffered  very  much  from  the  Canada- 
United  States  Free  Trade  Agreement.  There  are  still  a  lot  of  con- 
cerns about  NAFTA  by  the  wheat  farmers. 

In  terms  of  Mexico,  there  is  more  access  to  a  small  market. 
Maybe  that  will  be  an  offsetting  impact. 

Mr.  Peterson.  If  things  don't  change,  what  will  happen  is  that 
the  Canadians  will  benefit,  not  us.  That  is  the  problem. 

I  mean,  for  people  who  don't  realize — I  mean,  I  think  if  NAFTA 
fails  in  the  end,  it  will  be  because  of  the  Canadian  Free  Trade 
Agreement,  because  it  has  turned  a  number  of  people  against  this 
that  were  big  supporters  of  it,  the  National  Association  of  Wheat 
Growers  being  one  of  those,  and  other  agriculture  groups  because 
of  our  experience.  We  were  told  not  to  worry,  that  we  were  going 
to  be  taken  care  of.  We  found  out  we  were  totally  sold  down  the 
river. 

This  dispute  mechanism  thing  they  have  set  up  is  ridiculous.  You 
have  a  group  of  people  that  is  put  on  a  list  by  a  trade  office  that 
have  the  same  bias  as  the  people  who  negotiated  the  agreement. 
They  voted  against  us. 

Clearly,  the  Canadians  are  subsidizing  their  crops,  and  they  said 
they  were  not.  That  is  one  of  the  problems  that  I  have  with  what 
is  happening  here. 

This  whole  discussion  about  losing  these  200,000  jobs  if  we  don't 
do  this,  is  the  trade  office  saying  that?  Is  anybody  else  saying  that? 

Ms.  Lee.  Secretary  of  Commerce  Ron  Brown  used  the  same  fig- 
ures recently.  I  saw  it  in  the  Los  Angeles  Times. 

Mr.  Peterson.  Are  any  economists  predicting  this? 

Ms.  Lee.  I  have  not  seen  any  economists  making  similar  pre- 
dictions. I  think  the  numbers  do  come  out  of  the  U.S.  Trade  Rep- 
resentative's Office,  and  I  have  spoken  at  length  to  David  Walters 
there  about  the  numbers. 

Mr.  Peterson.  I  took  one  economics  course  in  college.  I  am  an 
accountant,  so  I  don't  remember  too  much  about  that.  This  whole 
situation — as  I  understand  it,  if  you  have  $1  billion  of  trade  it  is 
going  to  create  14,500  jobs  or  19,600  or  whatever  it  is.  So  I  just 
took  out  my  calculator  and  divided.  If  it  is  19,600,  I  think  that  is 
$51,000  a  job.  If  it  is  14,500,  it  is  $70,000  a  job,  something  like 
that. 

Other  people  have  told  me  that  the  labor  components  in  all  of 
this — and  one  of  the  reasons  we  should  not  get  so  excited  about 
this  is  that  labor  is  not  that  big  a  part  of  these  numbers.  It  is  like 
15  percent,  right? 
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Ms.  Lee.  Yes,  as  a  percent  of  production  costs  in  a  lot  of  indus- 
tries. 

Mr.  Peterson.  So  if  it  is  $51,000  and  labor  is  15  percent,  then 
what  that  means  is  that  these  jobs  are  $7,500  a  year  jobs,  right? 

Ms.  Lee.  No,  because  probably  the  51,000  means  that  you  have 
to  buy  the  capital  that  goes  with  the  worker.  That  is  not  all  salary, 
$51,000. 

Mr.  Peterson.  This  is  sales.  But  in  the  big  picture  they  are  say- 
ing that  of  this  extra  sales  or  revenue  that  is  generated  that  only 
15  percent  of  it  is  labor.  Is  that  not  true? 

Ms.  Lee.  That  is  true. 

Mr.  Peterson.  Then  my  accountant's  mind  says  15  percent  times 
$51,000  is  $7,500.  If  that  is  what  is  creating  a  job  and  if  the  jobs 
are  15  percent,  that  means  the  jobs  are  $7,500. 

Ms.  Lee.  The  billion  dollars  of  exports — let's  say  you  are  running 
an  export  company  and  you  are  sending  $1  billion  worth  of  ma- 
chine tools  to  Mexico,  and  with  that  $1  billion  you  hire  19,000 
workers,  but  that  $1  billion  already  includes  all  the  other  things 
that  you  have  to  spend  on  output.  Of  that  maybe  $20  or  $30,000 
is  wage  costs  and  the  other  part  is  other  expenses. 

Mr.  Peterson.  It  still  doesn't  compute  for  me. 

Ms.  Lee.  It  is  a  very  rough  figure.  All  it  really  is  is  kind  of  trying 
to  match  up  export — related  jobs,  however  the  Commerce  Depart- 
ment defines  them,  with  total  value  of  exports.  It  is  not  a  real  firm 
number. 

I  think  a  better  figure  might  come  from  input-output  analysis. 
We  have  done  a  study  at  my  institute.  You  take  all  the  goods  and 
services  that  go  into  the  production  of  $1  billion  worth  of  goods  and 
you  estimate  how  much  of  that  is  labor  and  how  much  of  that  is 
wages.  That  comes  up  with  a  slightly  higher,  but  not  altogether  dif- 
ferent figure. 

Mr.  Peterson.  Can  this  be  related  at  all  to  when  we  had  the  de- 
bate about  the  stimulus  package  and  there  was  money  in  there  for 
block  grants?  Some  people  said  the  world  was  going  to  come  to  an 
end  because  we  were  spending  $87,000  to  create  a  job  and  here  we 
are  spending  $70,000  to  create  a  job  and  giving  it  up  from  one  sec- 
tor and  putting  it  into  another.  Isn't  that  the  same  thing?  Just  that 
the  money  is  coming  from  a  different  place? 

Ms.  Lee.  I  guess  I  don't  follow  you,  Mr.  Peterson. 

Mr.  Peterson.  That  is  all  right.  Maybe  we  will  have  another  dis- 
cussion about  this. 

I  have  an  investment  question  and  then  I  will  let  the  other  mem- 
bers ask  some.  Weren't  most  of  the  investments  made  in  Mexico  be- 
fore they  even  started  talking  about  this  agreement? 

Ms.  Lee.  They  have  been  made  over  the  course  of  the  last  5  or 
8  years.  The  maquiladora  program  started  in  1975.  A  lot  was 
moved  in  the  absence  of  NAFTA,  and  I  think  they  would  continue. 

That  is  why  I  believe,  rather  than  just  NAFTA  and  just  walking 
away,  we  need  to  reject  it  and  start  over  from  the  beginning  and 
try  to  figure  out  how  we  can  regulate  labor  and  environmental 
standards  in  a  mutually  beneficial  way.  There  is  no  law  that  keeps 
a  company  from  moving  to  Mexico  today  if  they  see  it  in  their  ad- 
vantage, which,  obviously,  a  lot  of  them  do. 
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Mr.  Peterson.  Has  there  been  a  big  increase  since  there  has 
been  talk  about  the  agreement?  I  mean,  nas  there  been  a  big  explo- 
sion in  investment  in  Mexico? 

Ms.  Lee.  Yes,  there  has  been  an  increase  in  foreign  direct  invest- 
ment in  Mexico  in  the  last  few  years,  but  there  has  also  been  a 
very  big  increase  in  speculative  investment  in  Mexico,  in  the  stock 
market  and  portfolio  investment  which  is  part  of  the  financial  bub- 
ble that  people  worry  about  bursting  if  NAFTA  is  rejected. 

Investors  nave  brought  Mexican  treasury  bonds  and  stocks  in  an- 
ticipation of  NAFTA  going  through,  and  some  of  them  will  be  dis- 
appointed if  NAFTA  is  rejected.  The  economic  reforms  that  Presi- 
dent Salinas  put  in  place,  which  are  favorable  to  investors,  have  al- 
ready begun  to  attract  a  lot  of  foreign  investment. 

Mr.  Peterson.  American  investors.  And  that  money  is  not  being 
invested  in  our  economy  so  that  is  hurting  us;  right? 

Ms.  Lee.  That  is  the  point  I  was  making  when  I  talked  about 
looking  just  at  the  trade  surplus.  The  Conference  Board,  a  New 
York-based  research  organization,  has  estimated  that  in  1992  vir- 
tually all  the  net  new  investment  in  North  America  went  to  Mex- 
ico. 

One  way  to  look  at  it  is  to  say  that,  to  the  extent  there  is  a  finite 
pool  of  investment  funds — and  I  don't  think  it  is  completely  finite 
and  I  don't  think  it  is  infinite  either — but  to  the  extent  that  there 
is  some  competition  for  investment  funds,  when  we  satisfy  our 
growth  from  production  in  Mexico  rather  than  expanding  factories 
in  the  United  States,  that  leads  to  job  loss  in  the  United  States. 

Mr.  Peterson.  But  the  wages  have  not  really  increased  in  this 
country  for  the  last  20  years,  right? 

Ms.  Lee.  Wages  have  been  stagnant  or  falling  for  20  years  in  this 
country. 

Mr.  Peterson.  So  how  is  this — it  is  hard  for  me  to  understand 
how  this  agreement  is  going  to  change  that.  Do  you  think  it  will 
start  making  real  wages  go  up  in  the  United  States? 

Ms.  Lee.  No,  I  don't  believe  that.  I  think  it  will  put  increasing 
downward  pressure  on  wages  in  the  United  States. 

I  know  Jeffrey  Schott  is  about  to  testify,  but  in  their  book,  Gary 
Hufbauer  and  Jeffrey  Schott  said  that  investment  leaving  the  Unit- 
ed States  for  Mexico  is  a  good  event  for  the  United  States,  not  a 
bad  event,  that  we  shoula  not  see  the  investment  pool  as  finite. 
And  just  imagine  there  are  plenty  of  investment  funds  around  so 
that  if  investment  moves  from  the  United  States  to  Mexico  that 
helps  us  because  eventually  plants  in  Mexico  buy  American  goods, 
et  cetera. 

But  I  think  a  few  pages  after  they  make  that  argument  they  also 
say  that  wages  have  Deen  falling  in  the  United  States  because 
there  is  too  little  investment  here. 

I  don't  think  you  can  have  it  both  ways,  that  investment  leaving 
for  Mexico  is  a  good  event,  and  that  one  of  the  reasons  for  our  fall- 
ing wages  and  standard  of  living  is  that  we  don't  have  enough  in- 
vestment in  infrastructure,  training,  plant,  and  equipment.  I  think 
all  those  things  are  what  we  desperately  need  in  this  country  to 
improve  our  standards  of  living. 

NAFTA  takes  us  in  exactly  the  wrong  direction  by  giving  a  lot 
of  incentive  for  companies  to  put  new  factories  in  Mexico  rather 
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than  here  in  the  United  States.  It  sends  the  message  to  U.S.  com- 
panies that  if  they  are  having  any  kind  of  trouble  competing  in  the 
global  economy,  that  the  best  thing  they  can  do  is  close  up  their 
factories  in  the  United  States  and  move  them  to  Mexico  rather 
than  staying  here  and  working  with  their  employees,  investing  in 
better  plants  and  equipment,  and  technology  to  see  if  they  can 
make  the  plants  in  the  United  States  work  out. 

I  think  they  can,  but  they  need  to  be  given  the  right  incentives. 
They  need  the  good  rules  and  regulations  to  be  put  in  place  to 
make  that  profitable. 

Mr.  Peterson.  We  have  been  investigating  this  lobbying  effort. 
The  wealthy  are  apparently  spending  maybe  $15  million.  We  are 
maybe  spending  $2  million.  That  says  something  about  what  is 
going  on  here,  doesn't  it? 

Ms.  Lee.  Yes.  I  don't  know  what  the  final  figures  will  be,  but  it 
is  somewhere  between  $15  and  $50  million,  the  wealth  are  spend- 
ing. 

Mr.  Peterson.  If  we  were  going  to  gain  all  these  jobs,  wouldn't 
they  be  more  excited  in  this  country?  I  don't  get  that  either,  but 
that  is  something  only  economists  and  CEOs  understand. 

Ms.  Lee.  I  think  a  lot  of  the  job  gain  projected  for  the  United 
States  as  a  result  of  NAFTA  is  theoretical  rather  than  actual.  I 
think  one  of  the  reasons  you  had  a  hard  time  finding  a  U.S.  com- 
pany that  would  stand  up  and  say  "I  plan  to  put  more  jobs  here 
in  the  United  States"  is  that  there  are  not  many  of  them.  That  is 
the  sad  truth.  This  agreement  is  beneficial  to  companies  who  want 
to  move  to  Mexico.  It  is  less  beneficial  for  companies  stuck  produc- 
ing here  in  the  United  States. 

Mr.  Peterson.  I  have  some  more  questions,  but  I  will  yield  my 
time. 

Mr.  MACHTLEY.  Thank  you  for  yielding. 

I  certainly  didn't  mean  to  slight  the  economists  as  a  worse  group. 
I  was  a  lawyer  before  I  came  one,  and  we  were  well  below  you  in 
the  public's  perception.  Being  in  politics  may  be  even  a  little  below 
that  category.  We  all  have  our  detractors. 

I  was  also  an  engineer  before  I  was  a  lawyer.  I  had  an  oppor- 
tunity to  see  how  numbers  can  in  fact,  if  they  are  not  the  right 
model,  they  can  distort  the  end  results.  So  one  has  to,  as  I  think 
you  very  carefully  pointed  out,  try  and  focus  not  so  much  only  on 
the  conclusions.  And,  as  I  understand  it,  your  conclusion  is  that 
NAFTA  would  cost  the  United  States  600,000  jobs.  Is  that  fair? 

Ms.  Lee.  About  500,000. 

Mr.  Machtley.  Now,  if  we  did  not  go  behind  that  conclusion  and 
look  at  the  assumptions  which  permitted  that  to  occur  then  we 
would  probably  not  be  doing  our  job  as  an  investigative  panel. 

I  would  like  to  focus  on  a  couple  of  the  conclusions.  I  also  was 
not  an  economist.  I  did  have  one  course  that  I  took  so  I  have  very 
limited  dangerous  knowledge,  and  I  will  try  and  rely  on  your 
knowledge. 

But,  based  on  the  1991  act  which  was  passed  here  in  Congress, 
the  President  said,  "I  will  use  the  best  economists  and  the  best  re- 
sources to  try  and  determine  what  will  be  the  final  conclusion."  In 
doing  that,  the  administration  put  out  a  report  assessing  yours  as 
well  as  other  studies  which  were  done. 
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When  it  comes  to  the  EPI  study,  they  make  the  assertion  that 
when  you  talk  about  investment  you  distort  what  will  be  the  total 
impact  because  your  assumption  in  the  model  is  that  there  is  only 
a  two-nation  world  and  that  for  every  dollar  of  investment  whicn 
comes  out  of  the  United  States  that  goes  to  a  Mexican  investment, 
and  it  is  not  a  global  view  of  how  this  will  be  impacted. 

Now  Lester  Thorow  points  out  in  his  book — and  I  assume  that 
you  are  familiar  with  "Head  to  Head" — it  has  been  very  widely 
read — that  we  are  in  a  global  economy.  In  fact,  in  1991  when  the 
United  States  had  its  highest  investment  in  Mexico,  according  to 
this  book  that  Jeff  Schott  and  Gary  Hufbauer  have  put  out,  it  was 
about  $11.6  billion.  That  represented  only  2  percent  of  the  total 
U.S.  world  investment. 

So  we  are  looking  at  a  very  small,  finite  amount  of  investment. 
My  understanding  of  your  testimony  is  that  this  2  percent  invest- 
ment, while  it  may  grow,  it  is  not  going  to  grow  to  50  percent  of 
our  worldwide;  that  this  2  percent  of  this  investment  is  going  to 
have  abnormally  or  unusual  impact  on  the  total  employment  base 
in  this  country. 

It  seems  to  me  that  it  would  be  difficult  to  accept  that  as  a  given, 
undisputed  fact  because  the  pure  numbers  are  that  if  we  spent 
$450  billion  in  global  investments  in  1991  and  only  2  percent  is  in 
Mexico,  we  are  probably  going  to  continue  to  make  global  invest- 
ments regardless  of  what  happens  with  NAFTA,  and  it  is  not  going 
to  have  that  much  of  a  dollar-for-dollar  input,  as  you  have  sug- 
gested. 

Would  you  comment  on  that? 

Ms.  Lee.  Thank  you  very  much.  I  really  do  appreciate  you  look- 
ing into  the  assumptions  because  I  think  that  is  what  I  would  like 
everybody  to  do,  and  I  think  that  that  is  commendable. 

In  terms  of  the  dollar-for-dollar  loss  of  investment  in  the  two- 
country  world,  what  our  model  did  was  to  take  one  of  the  comput- 
able general  equilibrium  models,  the  one  by  Raul  Hinojosa  and  Bob 
McCleery,  and  change  one  assumption  which  was  that  there  is  no 
investment  shift. 

That  captures  not  so  much  the  percentage  of  U.S.  investment 
that  ends  up  in  Mexico,  not  the  percentage  of  total  U.S.  foreign  di- 
rect investments,  but  the  new  investment  that  goes  to  Mexico  be- 
cause the  risk  premium  on  investment  there  is  reduced  by  about 
10  percent  over  a  period  of  about  10  years.  So  what  it  is  really 
doing  is  to  figure  out  how  much  additional  investment  will  end  up 
in  Mexico. 

The  problem  is  that  the  assumption  is  that  all  investment  comes 
from  the  United  States.  Right  now,  about  63  percent  of  foreign  di- 
rect investments  is  from  the  United  States.  Maybe  it  would  have 
been  better  to  say  just  two-thirds  of  that  new  investment  ended  up 
in  Mexico. 

One  of  the  reasons  we  thought  it  was  all  right,  we  talked  to  the 
modelers  about  whether  that  was  appropriate  or  not.  The  way  the 
model  is  set  up  is  it  could  not  have  been  done  any  other  way,  un- 
fortunately, because  they  don't  have  the  rest  of  the  world  in  their 
model. 

One  of  the  arguments  that  can  be  made  about  why  that  is  appro- 
priate is  that  other  foreign  direct  investment  which  might  nave 
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ended  up  in  the  United  States,  Japanese  auto  investments,  for  ex- 
ample, might  go  to  Mexico  instead  of  to  the  United  States  as  a  re- 
sult of  NAFTA.  If  you  can  serve  the  United  States  market  from 
Mexico  as  well  as  you  can  from  the  United  States,  then  maybe 
some  foreign  investors  will  choose  to  invest  in  Mexico  to  serve  the 
United  States  market  rather  than  the  United  States.  So  that  might 
account  for  the  difference. 

I  wish  the  model  were  better,  frankly.  I  don't  think  it  is  a  par- 
ticularly complete  model  of  the  trade  that  goes  on.  What  we  tried 
to  do  in  that  exercise  was  to  show  how  sensitive  the  CGE  models 
are  to  one  small  change  in  assumption. 

In  terms  of  whether  that  is  a  small  loss  of  investment  in  the 
United  States,  maybe  you  could  say  that  only  two-thirds  of  that  in- 
vestments goes  because  only  the  63  percent  of  the  foreign  direct  in- 
vestments is  from  the  United  States.  Instead  of  550,000  high-wage 
jobs  it  would  be  400,000.  But  that  is  the  result  of  the  model  in 
terms  of  how  many  jobs  go  with  that  many  dollars,  and  it  showed 
a  $44  billion  drop  in  GDP  in  the  United  States  compared  to  what 
it  would  have  been  in  the  absence  of  NAFTA 

Mr.  Machtley.  Does  that  mean  you  would  agree  with  the  com- 
mission's comment  that  your  assessment  of  only  two  countries 
could,  in  fact,  skew  the  end  conclusion? 

Ms.  Lee.  It  could  skew  it  to  the  degree  that  the  job  loss  might 
be  two-thirds  of  what  we  predicted.  It  might  be,  at  most,  but  it 
would  not  skew  the  net  result  in  terms  of  the  loss  of  high-wage 
jobs. 

Mr.  Machtley.  The  other  assertion  by  the  commission  on  your 
report  is  that — I  will  read  what  they  said. 

The  EPI  assertion  also  misrepresents  the  conclusions  of  the  model.  Indeed,  the 
study  underlying  EPI's  claim  shows  no  net  job  loss  in  the  United  States.  The  model 
does  show  that  1.6  million  potential  Mexican  immigrants  forgo  migration  to  the 
United  States  for  iobs  in  their  own  country,  as  NAFTA  increases  the  Mexican  stand- 
ard of  living,  and  lowers  the  economic  pressure  for  immigration. 

Do  you  disagree  with  that  statement? 

Ms.  Lee.  Yes,  I  do  disagree  with  the  statement.  I  spoke  to  Raul 
Hinojosa,  who  is  one  of  the  authors  of  the  model,  and  he  agreed 
with  me  that  our  interpretation  of  the  model's  results  are  correct. 
Because  the  model  is  a  computable  general  equilibrium  model  with 
all  the  problems  that  that  entails,  it  is  a  full  employment  model. 

In  both  the  report  I  wrote  and  the  report  we  had  published  ear- 
lier, "U.S.  Jobs  and  the  Mexico  Trade  Proposal,"  we  make  it  clear 
that  what  the  model  shows  is  a  net  loss  of  550,000  high-wage  jobs 
compared  to  what  would  have  been  the  case  in  the  absence  of 
NAFTA  10  years  out.  So  there  are  high-wage  jobs  lost,  and  those 
become  low-wage  jobs.  So,  in  that  sense  there  is  not  a  change  in 
net  employment.  But  we  think  that  is  one  of  the  flaws  of  the  model, 
that  it  cannot  take  into  account  that  there  might  be  unemploy- 
ment. 

We  think  the  dynamic  is  correct  to  show  that  when  you  let  in- 
vestment shift  from  the  United  States  to  Mexico  what  happens  is 
that  good  jobs,  factory  jobs  do  move  to  Mexico.  And  the  model  has 
an  impact  on  immigration  as  well,  but  the  general  sense  of  the 
model  is  one  of  loss  of  good  jobs  in  the  United  States  as  a  result 
of  NAFTA.  We  stand  by  that  result. 
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Mr.  Machtley.  Finally,  I  would  assume  that  the  model  assump- 
tions could  be  applied  in  other  places  other  than  Mexico,  if  the 
United  States  determined  that  they  wanted  to  establish  a  free 
trade  agreement  someplace  else — and  that  when  you  say  NAFTA 
will  accelerate  job  loss  in  the  United  States  and  put  downward 
pressure  on  wages  and  working  conditions,  that  statement  would 
be  applicable  to  some  other  location  were  that  to  be  a  site  of  agree- 
ment for  some  sort  of  free  trade  agreement.  That  would  be  correct, 
I  assume? 

Ms.  Lee.  If  the  other  country  had  the  same  characteristics  as 
Mexico  in  terms  of  very  low  wages,  high  productivity  and  geo- 
graphic proximity  and  if  the  agreement  with  that  other  country 
also  failed  to  incorporate  enforceable  labor  and  environmental 
standards,  then  it  would  apply  to  that.  It  also  applies  to  certain 
types  of  trade  and  investment  flows  that  go  on  today. 

Mr.  Machtley.  That  being  the  case,  I  understand  your  affiliates 
argued  against  the  Caribbean  Basin  Agreement  in  1982,  making 
the  same  arguments  that  it  will  be  a  migration  of  lower  wage  jobs 
and  that  it  will  not  have  a  good  effect  on  the  United  States.  I  un- 
derstand that  in  only  4  years  the  U.S.  trade  balance  increased  from 
an  1986  deficit  of  $200  million  to  a  1990  trade  surplus  of  $1.8  bil- 
lion and  U.S.  exports  to  CBI  countries,  increased  from  $5.6  billion 
to  $9.3  billion,  an  average  increase  of  12  percent  a  year. 

How  could  you  then  say  that  would  be  in  contradiction  to  what 
you  just  told  me? 

Ms.  Lee.  I  think  the  Caribbean  Basin  Initiative  has  some  of  the 
same  problems  that  NAFTA  does.  It  does  not  put  into  place  incen- 
tives for  the  creation  of  good  jobs  in  those  countries. 

We  are  shifting  some  parts  of  the  production  process.  That  does 
entail  some  increase  in  exports.  If  you  send  a  lot  of  cut-up  pieces 
of  cloth  to  a  Caribbean  country  and  they  sewed  them  together 
there  and  they  come  back  there  is  an  increase  in  exports  and  there 
is  also  an  increase  in  imports.  We  have  a  trade  surplus  of  $1  bil- 
lion. It  is  virtually  a  wash  and  maybe  a  turnaround. 

We  think  that  is  the  wrong  kind  of  development  strategy.  It  has 
not  particularly  increased  income  equality  or  raised  wages  in  the 
Caribbean  countries. 

We  think  a  better  long-term  development  strategy  and  trade 
strategy  for  the  United  States  is  to  put  in  place  policies  that  en- 
courage wages  to  rise  rather  than  falling  in  those  countries  so  they 
can  be  good  markets  for  consumer  goods  and  not  just  buy  cut-up 
pieces  of  cloth  which  they  can  sew  together. 

Mr.  Machtley.  I  don't  dispute  that  as  a  goal,  but  the  point  was, 
it  did  not  have  the  same  adverse  impact  on  our  labor  force  that  you 
are  suggesting  that  NAFTA  is  going  to  have,  and  it  seems  like  it 
was  almost  the  exact  type  of  initiative  in  the  same  geographic  area 
with  the  same  low-wage  scale. 

So  it  seems  to  me  your  argument  there  is  not  applicable  and  very 
well  could  not  be  applicable  relative  only  to  wages  and  exports  in 
this  country. 

Ms.  Lee.  In  terms  of  wages,  I  don't  think  anything  was  proven. 
A  lot  of  apparel  workers  who  lost  their  jobs  to  the  Caribbean  would 
argue  that  their  wages  are  down,  and  there  is  some  job  dislocation 
as  a  result. 
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Mr.  Machtley.  Looking  at  the  micro  perspective  of  industries, 
there  is  no  question.  I  pointed  that  out  earlier,  looking  at  the 
macro. 

Ms.  Lee.  Well,  at  the  macro  level  wages  have  also  fallen  over 
that  period,  so  I  don't  see  how  you  can  argue  that  the  Caribbean 
Basin  Initiative  raised  wages  in  the  United  States. 

Mr.  Peterson.  Mrs.  Thurman. 

Mrs.  Thurman.  Ms.  Lee,  according  to  published  reports,  the 
Mexican  Government  is  spending  from  $25  to  $50  million  to  sup- 
port a  trade  agreement  which  U.S.  supports  say  will  result  in  a 
continuing  and  growing  trade  deficit  from  Mexico  with  the  United 
States,  its  biggest  trading  partner.  Is  Mexico  also  projecting  a  trade 
deficit  for  itself? 

Ms.  Lee.  No,  I  don't  think  so.  This  depends  on  whether  President 
Salinas  is  talking  to  Mexicans  or  Americans  maybe,  what  he  pre- 
dicts. 

I  think  the  whole  point  of  the  way  Mexico  has  sold  NAFTA  to 
the  people  is  to  say  that  it  will  allow  them  to  get  more  access  to 
the  rich  U.S.  market  and  give  them  a  trade  surplus  which  will 
allow  them  to  pay  off  their  external  debt  which  is  a  legitimate  goal 
for  a  country  like  Mexico  to  have. 

I  think  all  three  governments  in  North  America  are  back  home 
telling  their  people:  "we  are  going  to  be  able  to  export  to  the  other 
two,  and  we  are  going  to  have  an  increase  in  net  exports,  and  we 
will  have  a  trade  surplus."  We  can't  all  three  have  a  trade  surplus 
with  each  other.  The  arithmetic  doesn't  add  up. 

Mrs.  Thurman.  Maybe  we  could  suggest  tnat  the  advantage  to 
Mexico  of  this  agreement  is  really  keeping  the  PRI  in  power. 

Ms.  Lee.  Certainly  the  political  aspect  of  NAFTA  is  that  it  fur- 
ther entrenches  the  PRI  and  allows  President  Salinas  to  hand  pick 
the  person  who  will  follow  him  in  the  presidency  of  Mexico.  That 
is  right. 

Mrs.  Thurman.  The  other  area  that  I  have  been  particularly  con- 
cerned about,  especially  as  we  go  into  budget  reconciliation  today 
and  we  are  looking  at  our  discretionary  spending  in  this  country 
having  to  be  capped,  we  are  having  to  spend  14  percent  or  what- 
ever that  percentage  is  today  on  interest,  and  we  are  also  now  talk- 
ing about  our  entitlement  caps  because  of  the  growth  in  those 
areas. 

One  of  the  things  that  has  bothered  me  that  we  tend  to  forget 
about — and  I  think  you  mentioned  it  but  maybe  not  to  the  extent 
that  I  would  like  to — is  what  the  cost  of  this  is  to  government.  We 
have  talked  about  dislocation  of  workers.  We  talk  about  all  the 
things  that  happen  to  the  workers,  but  it  is  also,  in  my  estimation, 
critical  in  areas  like  infrastructure  and  things  like  that  to  the  cost 
to  this  government  when  we  are  already  having  deficit  problems. 
There  is  a  loss  of  jobs,  but  there  is  an  increase  in  our  deficit  be- 
cause of  these  entitlement  areas. 

Ms.  Lee.  I  think  that  is  a  very  real  concern.  I  am  glad  you 
brought  it  up  because  there  are  many  different  losses  in  income  to 
the  U.S.  Government. 

First  is  the  loss  in  tariff  income  which  GAO  estimates  at  $5.9  bil- 
lion over  the  first  5  years.  That  is  money  that  has  to  be  replaced 
somewhere.  The  job  dislocation,  the  increased  unemployment  com- 
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pensation  and  job  retraining  funds  that  we  promised  to  dislocated 
workers  could  cost  $1  or  $2  trillion  a  year,  depending  on  how  many 
workers  are  displaced  and  how  generous  the  programs  are,  wheth- 
er they  allow  them  to  go  to  college,  for  example,  or  offer  longer  and 
more  serious  training  programs. 

The  environmental  cleanup  along  the  border  and  the  increased 
infrastructure  that  will  need  to  be  built  all  means  there  will  be  an 
outlay  of  probably  tens  of  billions  of  dollars  for  the  United  States, 
not  taking  into  account  the  lost  revenues  from  the  jobs  and  wages 
that  will  no  longer  be  available. 

I  think  it  is  very  important  that  if  we  do  decide  to  go  ahead  with 
NAFTA  that  we  put  in  place  a  funding  mechanism  whereby  the 
beneficiaries  of  the  agreement  can  compensate  the  losers.  The 
beneficiaries,  I  imagine,  are  the  companies  moving  to  Mexico  and 
increasing  trade  with  Mexico.  I  think  that  is  a  basic,  economic  prin- 
ciple, that  that  is  the  most  efficient  way  to  pay  for  it. 

At  a  time  when  we  have  severe  budget  problems  and  very  much 
pressure  to  cut  the  budget  deficit  I  think  it  would  be  irresponsible 
for  the  country  to  go  ahead  and  implement  their  somewhat  expen- 
sive deal,  even  if  it  does  have  net  gains  to  the  country — which  I 
dispute  that  it  would — but  even  if  it  would  have  net  gains,  I  think 
it  would  be  legitimate  to  ask  the  beneficiaries. 

That  would  be  something  along  the  lines  of  what  Representative 
Gephardt  has  proposed,  a  cross-border  transactions  fee.  Otherwise, 
you  will  go  to  the  American  taxpayers  and  ask  them  to  pay  higher 
taxes  to  fund  an  agreement  they  were  not  particularly  crazy  about 
in  the  first  place. 

Certainly,  for  the  workers  who  are  losing  their  jobs,  I  think  that 
could  be  a  bitter  pill  to  swallow. 

Mrs.  Thurman.  I  appreciate  those  comments.  Thank  you. 

Mr.  Peterson.  Some  of  us  think  that  what  some  of  these  folks 
are  up  to  is  trying  to  change  domestic  law  through  the  trade  agree- 
ments. Are  we  being  paranoid  or — particularly  sugar — I  think  they 
have  tried  to  change  the  sugar  law.  We  think  one  of  the  things  they 
are  up  to  here  is  trying  to  do  in  the  sugar  program  through  their 
agreement.  There  are  others  that  feel  that  they  are  trying  to 
change  the  labor  conditions,  the  environmental  conditions.  Do  you 
think  there  is  any  truth  in  that? 

Ms.  Lee.  I  think  there  is  a  lot  of  truth  to  that. 

In  some  ways,  what  NAFTA  represents  is  a  back  door  to  deregu- 
lation in  the  United  States.  There  are  laws  that  U.S.  businesses 
don't  like — they  don't  like  being  saddled  with.  They  can't  change 
them,  given  the  democratic  process,  because  they  don't  have  the 
support  to  do  that.  So,  instead,  they  put  forward  a  trade  agreement 
which  will,  in  effect,  weaken  those  existing  domestic  regulations. 

I  will  give  you  an  example  of  how  that  works  in  terms  of  environ- 
mental regulations.  If  you  enact  the  trade  agreement  with  Mexico, 
for  example,  and  Mexico  fails  to  enforce  or  has  weaker  environ- 
mental regulations  than  the  United  States,  you  can  leave  the  U.S. 
regulations  in  place  but  you  have  put  companies  that  are  still  pro- 
ducing in  the  United  States  at  a  competitive  disadvantage  because 
they  have  higher  costs,  because  they  are  complying  with  environ- 
mental regulations  or  minimum  wage  requirements  or  workplace 
health  and  safety  requirements  so  tney  have  to  pay  a  higher  cost 
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of  production  than  a  company  producing  in  a  less  regulated  way  in 
Mexico. 

While  that  does  not  attack  the  regulations  in  place  in  the  United 
States,  what  it  does  is  tell  that  company  that  is  still  in  the  United 
States:  You  can  move  to  Mexico,  you  can  produce  at  a  loss  or  you 
can  cheat  on  your  domestic  and  environmental  and  labor  stand- 
ards. Those  are  the  only  three  options  you  have  if  you  are  forced 
to  compete  with  a  company  producing  the  same  product  operating 
in  a  less-regulated  environment. 

As  a  country,  we  could  make  one  of  two  decisions.  We  can  say 
we  don't  want  to  regulate  the  domestic  environment  or  workplace 
any  more.  Those  extra  costs  are  too  high  to  pay.  Or  could  say  we 
don't  want  to  continue  to  have  a  manufacturing  sector  anymore.  I 
don't  think  the  American  people  have  made  either  one  of  those  de- 
cisions. 

Therefore,  I  think  that  we  do  have  to  take  a  closer  look  at  how 
NAFTA  undermines  our  existing  regulations  and  in  some  ways  by- 
passes the  Democratic  process  in  order  to  do  that. 

Mr.  Peterson.  We  will  have  to  go  over  and  vote.  We  appreciate 
very  much  your  being  with  us  and  your  testimony. 

We  are  going  to  adjourn  here,  recess  for  a  few  minutes,  and  we 
will  be  back  as  soon  as  we  can. 

Ms.  Lee.  Thank  you  so  much. 

[Recess  taken.] 

Mr.  Peterson.  The  subcommittee  will  come  to  order. 

We  now  welcome  Mr.  Jeffrey  Schott  from  the  Institute  for  Inter- 
national Economics  in  Washington.  We  appreciate  your  being  with 
us  this  morning. 

As  a  custom  in  Government  Operations  Committee  hearings, 
since  they  are  investigative  hearings,  we  swear  all  witnesses. 

[Witness  sworn.] 

Mr.  Peterson.  Thank  you  very  much.  We  look  forward  to  your 
testimony. 

STATEMENT  OF  JEFFREY  J.  SCHOTT,  SENIOR  FELOW,  INSTI- 
TUTE FOR  INTERNATIONAL  ECONOMICS,  WASHINGTON,  DC 

Mr.  Schott.  Thank  you,  Mr.  Chairman.  I  greatly  appreciate  the 
opportunity  to  come  before  you  and  the  committee  to  talk  about  the 
potential  employment  effects  of  the  North  American  Free  Trade 
Agreement. 

My  statement  is  based  on  two  recent  books  that  my  colleague, 
Gary  Hufbauer,  and  I  have  coauthored  for  the  Institute  for  Inter- 
national Economics  that  have  been  cited  frequently  this  morning. 

In  the  interest  of  time,  I  will  try  to  summarize  a  few  points  from 
my  written  statement  and  request  that  the  rest  of  the  statement 
be  submitted  for  the  record. 

By  way  of  introduction,  I  should  note  that  I  was  greatly  struck 
by  the  opening  comments  by  you  and  your  colleagues  about  the 
profound  problems  that  face  our  economy,  particularly  the  prob- 
lems of  labor  adjustment.  These  are  important  concerns,  and  they 
are  long-standing  concerns  in  the  United  States.  Indeed,  they  pre- 
date NAFTA.  They  persist  whether  or  not  NAFTA  enters  into  force 
because  there  are  already  very  important  problems. 
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From  my  perspective,  I  think  it  is  important  to  point  out  that  I 
believe  they  will  only  be  marginally  affected  by  the  trade  pact. 

We  have  spoken  this  morning  about  the  dimensions  of  the  prob- 
lems, both  of  competition  with  foreign  suppliers  in  the  U.S.  market, 
problems  of  the  inner  cities  that  Mr.  Flake  mentioned,  concerns 
about  improving  productivity  in  the  economy  and  other  issues  that 
Mr.  Conyers  pointed  out.  These  are  all  very  important,  and  I  think 
the  work  that  you  and  your  colleagues  are  doing  here  in  the  Con- 
gress is  crucial  to  dealing  with  them. 

My  basic  point,  though,  is  that  the  NAFTA  is  only  a  very  small 
part  of  the  story.  I  base  that  on  one  very  simple  reason.  That  is, 
NAFTA  requires  very  little  change  in  existing  U.S.  policy.  That  is 
a  part  of  the  story  that  I  think  has  not  been  very  well  spelled  out 
in  the  debate. 

In  most  respects,  the  NAFTA  is  really  about  what  Mexico  has  to 
do  to  join  the  United  States-Canada  free  trade  club.  Most  of  the 
provisions  of  the  NAFTA  relate  to  how  Mexico  can  meet  the  rights 
and  obligations  and  commit  to  rights  and  obligations  comparable  to 
those  that  the  United  States  and  Canada  entered  into  about  5 
years  ago. 

By  contrast,  U.S.  concessions  are  quite  limited.  Mexico  already 
has  relatively  unfettered  access  to  our  market.  So  many  of  the  con- 
cerns being  expressed  already  exist,  and  they  existed  for  some 
time — not  because  of  what  NAFTA  would  do  but  because  we  al- 
ready have  a  variety  of  programs  in  place,  whether  it  be  the  gener- 
alized system  of  preferences  or  programs  of  the  like  that  reduce  the 
average  duty  on  Mexican  imports  to  the  United  States  to  very  low 
levels.  We  have  expanded  quotas  on  imports  of  Mexican  steel  and 
textiles  so  that  most  of  those  quotas  do  not  restrict  trade. 

With  a  few  notable  exceptions,  particularly  in  the  area  of  concern 
to  Mrs.  Thurman  in  the  agriculture  sector  where  we  have  signifi- 
cant U.S.  winners  and  significant  U.S.  losers,  NAFTA  reforms 
should  not  impose  substantial  additional  adjustment  burdens  on 
the  U.S.  economy  beyond  those  that  already  exist.  So,  if  we  have 
problems  facing  our  economy — and  we  do  because  of  the  changing 
nature  of  economic  activity  in  this  country — we  need  to  work  out 
a  whole  series  of  solutions  to  them,  and  the  NAFTA  really  needs 
to  be  considered  only  one  part  of  that  story. 

Now  a  great  deal  of  attention  is  put  on  the  job  impact  of  the 
NAFTA.  Here,  again,  I  think  the  issue  is  greatly  exaggerated.  As 
I  will  spell  out  in  a  moment,  our  estimates  suggest  a  small  but 
positive  impact  on  the  U.S.  economy  but  relatively  marginal  consid- 
ering the  size  of  the  U.S.  labor  force. 

But  what  we  found — and  one  of  the  most  significant  statements 
in  our  book  that  often  gets  overlooked — is  that,  over  the  long  term, 
the  main  impact  of  larger  United  States-Mexico  trade  will  not  be 
a  gain  or  loss  of  jobs  per  se  but  higher  incomes  made  possible  by 
greater  efficiency  in  the  U.S.  economy,  efficiency  both  in  terms  of 
being  able  to  produce,  efficiency  that  will  be  boosted  both  by  pursu- 
ing comparative  advantage  and  by  more  intense  competition. 

By  widening  the  scope  of  the  market  and  enlarging  the  range  of 
available  labor  skills,  NAFTA  enables  American  workers  to  com- 
pete more  effectively  against  foreign  producers  both  at  home  and 
in  world  markets.  In  that  respect,  NAFTA  compliments  the  objec- 
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tives  of  the  important  budget  and  economic  reforms  that  are  cur- 
rently under  consideration  by  the  Congress. 

But  I  would  suggest  that  the  reforms  that  you  were  working  on 
will  have  a  much  more  important  impact  on  employment  and  in- 
vestment in  the  United  States  than  the  marginal  changes  that  the 
NAFTA  will  make  in  existing  U.S.  policies. 

Clearly,  there  is  a  lot  more  that  goes  into  the  investment  decision 
than  the  marginal  changes  NAFTA  will  make  on  access  to  the  U.S. 
market.  What  is  more  important  is  the  investment  climate,  wheth- 
er interest  rates  are  low,  whether  there  are  a  stable  growth  cli- 
mate, whether  there  are  prospects  for  increased  growth,  whether 
there  is  an  educated  labor  force,  a  number  of  factors  that  deter- 
mine investment  decisions. 

If  we  want  to  compete  in  the  world  economy,  we  ought  to  be  com- 
peting for  those  investment  funds  and  making  reforms  in  our  econ- 
omy as  necessary  to  improve  the  investment  climate  in  the  United 
States.  Then  we  don't  have  to  worry  if  investment  is  going  into 
Mexico  because  Mexico  is  doing  just  that,  they  are  improving  the 
investment  climate  by  providing  better  prospects  for  economic 
growth. 

Of  course,  that  is  attracting  Mexican  investors,  United  States  in- 
vestors and  European  investors  to  go  there.  We  can  be  doing  the 
same  thing  in  attracting  Mexican  and  European  investors  to  invest 
in  the  United  States,  and  in  some  industries  that  is  occurring. 

The  second  point  is  the  employment  estimates.  This  has  been 
discussed  quite  a  bit  already  this  morning.  The  overall  projections 
that  Gary  Hufbauer  and  I  made  for  the  snort  to  medium  term,  be- 
tween now  and  1995  essentially,  indicate  that  the  NAFTA  should 
exert  a  small  but  positive  effect  on  the  U.S.  labor  market,  essen- 
tially a  gross  increase  of  about  320,000  jobs,  but  a  gross  displace- 
ment of  about  150,000  jobs,  a  little  less  than  150,000  jobs  because 
of  the  fact  that  we  are  having  increased  exports  but  we  are  also 
having  increased  imports. 

So  we  have  this  in  the  short  term,  and  I  think  these  projections 
only  apply  in  the  short  term  because  the  type  of  analysis  is  basi- 
cally directed  at  what  is  going  on  in  the  next  couple  of  years. 

Over  a  longer  period  of  time,  there  are  so  many  other  factors 
that  affect  income  and  employment  in  the  United  States  that  these 
types  of  projections  quickly  lose  their  predictive  power,  and,  indeed, 
we  do  not  make  any  attempt  to  make  long-term  estimates  of  job 
gains  or  losses  in  the  U.S.  economy. 

The  170,000  net  new  jobs  that  we  have  projected  for  the  U.S. 
economy  by  1995  is,  as  has  already  been  mentioned  this  morning, 
a  very  small  proportion  of  the  U.S.  labor  force.  It  is  a  positive  num- 
ber, but  I  don't  regard  that  as  the  most  important  factor.  As  I  said 
before,  the  efficiency  gains  for  the  U.S.  economy  over  the  long  term 
are  much  more  important. 

But  one  should  not  just  say  we  have  a  net  positive  increase  in 
employment  over  the  short  term  and  be  done  with  it.  Congress  is 
right  to  focus  attention  on  the  plight  of  displaced  U.S.  workers.  It 
is  also  important  to  keep  in  mind  that  the  NAFTA  is  only  a  very 
small  part  of  that  story. 

As  has  been  mentioned  earlier  this  morning  by  Mr.  Machtley, 
there  is  a  constant  churning  in  the  U.S.  labor  market.  Over  a  5- 
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year  period,  from  1985  to  1990,  9  million  U.S.  workers  were  dis- 
placed from  their  jobs  for  a  variety  of  reasons — bankruptcies,  plant 
closings,  import  competition,  a  wiae  range  of  factors. 

If  you  take  our  number  of  job  displacements  of  a  little  less  than 
150,000  jobs  over  a  5-year  period,  it  represents  a  very  small  share 
of  the  total  that  normally  occurs  in  a  5-year  period.  Yet  that 
doesn't  mean  that  we  should  not  be  doing  something  about  that, 
and,  indeed,  we  support  the  efforts  to  improve,  augment,  revamp 
U.S.  labor  adjustment  problems  to  deal  with  the  income  mainte- 
nance programs  for  U.S.  workers  who  are  displaced  from  their  jobs 
for  a  variety  of  reasons — trade,  defense  changes,  and  other  reasons 
as  well. 

Finally,  let  me  spend  1  minute  on  the  supplemental  pact  on  labor 
that  is  currently  under  negotiation  and  which  has  been  the  subject 
of  some  discussion  already  this  morning.  I  believe  that,  in  large 
part,  one  should  look  at  the  side  pacts  being  negotiated  now  not  as 
amendments  or  ways  of  fixing  the  NAFTA,  as  Mr.  Conyers  put  it. 
They  are  not  designed  to  do  that.  They  are  designed  to  augment, 
supplement  the  rights  and  obligations  undertaken  between  the 
three  countries. 

No  trade  pact  is  perfect.  I  was  a  trade  negotiator  for  the  United 
States  more  than  a  decade  ago  and  negotiated  some  of  the  GATT 
rules  on  subsidies.  I  know  that  there  are  many  important  holes  and 
many  important  problems  that  were  left  unresolved.  Certainly,  I 
don't  have  to  tell  you  about  the  unresolved  problems  in  the  sub- 
sidies area,  particularly  in  agriculture,  which  you  alluded  to  this 
morning.  Those  problems  were  not  resolved  in  the  GATT,  they 
were  not  resolved  totally  in  the  Canada-United  States  Free  Trade 
Agreement  and  they  are  not  dealt  with  in  the  NAFTA  either. 

But  what  the  agreements  do  is  leave  us  full  access  to  our  own 
domestic  laws  to  deal  with  countervailing  and  antidumping  poli- 
cies, and  we  have  continued  to  do  that  with  regard  to  Canada  and 
will  continue  to  do  that  with  regard  to  Canada  and  Mexico  under 
NAFTA. 

Now  the  supplemental  agreement  on  labor,  I  think,  can  improve 
the  economic  relations  and  the  cooperation  and  coordination  of 
labor  policies  between  the  United  States,  Mexico,  and  Canada.  I 
think,  for  the  most  part,  the  Labor  Commission  under  consider- 
ation should  act  as  a  roving  spotlight  focusing  on  labor  market  con- 
ditions in  the  three  countries  and  exposing  inadequate  enforcement 
and  labor  standards  that  do  not  meet  international  norms.  I  think 
that  the  glare  of  publicity  should  be  a  very  big  benefit  and  should 
in  most  cases  be  sufficient  to  promote  compliance. 

However,  I  think,  because  of  the  political  demands  that,  there 
will  be  strict  compliance  with  NAFTA  rules  and  with  the  national 
laws  and  regulations  of  each  country,  because,  in  fact,  the  Mexican 
laws  and  regulations  on  labor  and  environmental  conditions  have 
been  substantially  upgraded  over  the  past  5  years  and  in  many 
ways  are  comparable  to  those  in  the  United  States. 

The  real  problem  is  enforcement,  and  there  has  been  a  residue 
of  problems  built  up  over  decades  of  neglect  that  need  to  be  ad- 
dressed and  will  take  some  time  to  be  resolved.  But  I  think  the 
commission  that  is  under  negotiation  now  could  help  by  keeping  a 
spotlight  on  those  problems  and  ensuring  that  governments  work 
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as  effectively  as  they  can  to  remedy  them  in  as  short  a  period  of 
time  as  possible. 

On  that  note,  let  me  conclude  my  opening  comments.  I  will  be 
very  happy  to  answer  your  questions.  Thank  you. 

Mr.  Peterson.  Thank  you  again  for  being  with  us.  We  appreciate 
it. 

[The  prepared  statement  of  Mr.  Schott  follows:] 
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I  appreciate  the  opportunity  to  appear  before  the 
Subcommittee  to  discuss  the  potential  employment  effects  of  the 
North  American  Free  Trade  Agreement  (NAFTA) .   My  statement  is 
based  on  two  recent  books  that  Gary  Hufbauer  and  I  have 
coauthored:   North  American  Free  Trade:  Issues  and 
Recommendations  (1992) ;  and  NAFTA;  An  Assessment  (1993^ .  both 
published  by  the  Institute  for  International  Economics.   Given 
the  short  notice  for  this  hearing,  my  testimony  touches  on  only  a 
few  of  the  important  questions  posed  in  the  invitation  letter 
sent  to  me. 

For  the  past  two  years,  free  trade  with  Mexico  has  been  the 
focus  of  extensive  debate  in  the  United  States  —  first  during 
the  Congressional  debate  over  the  extension  of  fast-track 
authority  in  1991,  during  the  negotiation  of  the  pact,  and  then 
during  the  1992  election  campaign.   The  NAFTA  has  become  a 
lightning  rod  for  grievances  about  the  DS  economy,  particularly 
the  "jobless  recovery"  and  the  falling  real  wages  of  low-skilled 
US  workers  during  the  1980s. 

NAFTA  critics  have  focused  on  longstanding  and  important 
issues  concerning  US  labor  adjustment  and  environmental 
degradation.   However,  these  problems  predate  the  NAFTA,  would 
persist  whether  or  not  the  NAFTA  enters  into  force,  and  are  only 
marginally  affected  by  the  trade  pact.   Some  proponents  may  have 
exaggerated  the  economic  benefits  of  the  NAFTA,  but  critics  have 
surely  exaggerated  its  potential  costs.   It  is  important  to  keep 
in  mind  one  simple  fact:   NAFTA  requires  little  change  in 
existing  US  policies. 


55 


2 

In  most  respects,  the  NAFTA  is  about  what  Mexico  has  to  do 
to  join  the  Canada-United  States  free  trade  club.   A  large  part 
of  the  accord  details  commitments  by  Mexico  to  open  its  protected 
market  to  US  and  Canadian  firms,  and  to  radically  reform  its 
intellectual  property,  investment,  and  services  laws  and 
regulations. 

By  contrast,  US  concessions  are  quite  limited.   Mexico 
already  has  relatively  unfettered  access  to  the  US  market  as  a 
result  of  recent  quota  expansion  in  textiles  and  steel,  and 
generous  tariff  preferences  under  the  Generalized  System  of 
Preferences  and  in-bond  duty  drawback  programs.   Approximately  60 
percent  of  Mexican  exports  already  enter  the  United  States  duty 
free.1   In  addition,  most  quotas  are  not  binding,  although  some 
important  product  categories  in  apparel  are  restricted.   With  a 
few  notable  exceptions  (e.g.,  agriculture),  NAFTA  reforms  should 
not  impose  substantial  additional  adjustment  burdens  on  the  US 
economy  beyond  those  that  already  exist.   Indeed,  by  the 
standards  of  past  trade  agreements,  the  NAFTA  represents  a 
stunning  success  for  US  commercial  diplomacy. 

Overall,  the  NAFTA  provides  significant  benefits  for  the  US 
economy.   Increased  trade  with  Mexico  will  continue  to  boost  US 
income  and  employment.   But  it  is  important  to  emphasize  that, 
over  the  long  term,  the  main  impact  of  larger  US-Mexican  trade 
will  not  be  a  gain  or  loss  of  jobs  per  se,  but  higher  incomes 


1  And,  when  imposed,  effective  tariff  rates  are  generally 
low;  for  example,  the  average  US  'tariff  on  textiles  and  apparel 
imports  from  Mexico  is  in  the  6  to  8  percent  range. 
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made  possible  by  greater  efficiency.   Efficiency  in  both 
economies  will  be  boosted  both  by  each  country  pursuing  its 
comparative  advantage,  and  by  more  intense  competition  among  a 
larger  number  of  firms  in  each  segment  of  the  market. 

By  widening  the  scope  of  the  market  and  enlarging  the  range 
of  available  labor  skills,  the  NAFTA  enables  North  American  firms 
and  workers  to  compete  more  effectively  against  foreign  producers 
both  at  home  and  in  world  markets.   In  that  respect,  the  NAFTA 
complements  the  objectives  of  the  important  budget  and  economic 
reforms  under  consideration  by  the  Congress.   The  ability  of  the 
NAFTA  partners  to  benefit  from  the  pact  depends  importantly  on 
maintaining  domestic  economic  policies  that  promote  growth  —  the 
NAFTA  alone  is  not  a  magic  bullet  for  economic  revival. 

Trade  and  Employment  Effects 

By  eliminating  barriers  to  trade  in  the  Mexican  economy,  the 
NAFTA  should  enhance  an  already  strong  US  export  market.   US 
exports  to  Mexico  have  grown  sharply  since  1986  and  now  run  at  an 
annual  rate  of  about  $42  billion.   US  suppliers  of  intermediates, 
capital  goods  and  high  technology  products  should  continue  to 
reap  large  benefits  as  prime  suppliers  of  the  growing  Mexican 
market. 

According  to  our  estimates,  overall  the  NAFTA  should  exert  a 
small  but  positive  effect  on  the  US  labor  market:   we  estimate 
that  in  the  intermediate  term  (defined  as  by  the  end  of  1995, 
five  years  after  the  NAFTA  talks  were  first  proposed) ,  the 
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agreement  (in  conjunction  with  the  continuation  of  Mexico's 
domestic  economic  reforms)  will  create  about  171,000  net  new  US 
jobs  by  comparison  with  the  1990  position.2  Our  estimates 
reflect  a  projection  that  US  exports  to  Mexico  will  increase 
faster  than  Mexican  exports  to  the  United  States,  leading  to  a  US 
trade  surplus  with  Mexico  of  about  $7  billion  annually  during  the 
mid-1990s  (approximately  1992  to  1997). 3 

The  intermediate-term  US  trade  surplus  is  not  the  whole 
story.   The  volume  of  trade  in  both  directions  will  rise 
dramatically,  and  increased  two-way  trade  between  the  United 
States  and  Mexico  will  cause  employment  to  shift  within  and 
between  US  industries.   Thus,  by  our  estimates,  while  the  NAFTA 
will  create  about  316,000  gross  new  jobs  in  the  United  States  by 
1995,  it  will  also  displace  about  145,000  workers.   With  surging 
US  exports  to  Mexico  ($41.9  billion  in  1992,  compared  with  $28.4 
billion  in  1990)  many  new  US  jobs  have  already  been  created.   If 
the  NAFTA  is  rejected,  we  would  expect  that  the  United  States 
would  experience  iob  losses  by  comparison  with  the  situation  in 
1992. 

The  Congress  is  right  to  focus  attention  on  the  plight  of 
displaced  US  workers.   However,  the  NAFTA  is  only  a  very  small 


2  We  start  the  clock  from  a  1990  base  because  the  prospect  of 
NAFTA  began  to  generate  expectational  effects  that  resulted  in 
sharp  increases  in  bilateral  trade  and  investment. 

3  Our  aggregate  job  estimates  are  based  on  net  trade 
expansion,  and  calculated  using  Commerce  Department  coefficients  of 
direct  and  indirect  jobs  per  billion  dollars  of  exports  (which  we 
apply  to  imports  as  well) . 
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part  of  the  story.   Compared  to  the  9  million  workers  displaced 
from  their  jobs  during  the  period  1985-1990,  job  losses 
potentially  attributed  to  the  NAFTA  represent  only  a  small 
percentage  of  the  total  job  dislocations  in  the  DS  economy  over  a 
five-year  period.   The  most  pessimistic  estimates  of  NAFTA  job 
dislocations  suggest  cumulative  losses  of  500,000  US  jobs  over 
about  5  years;  our  estimates  suggest  cumulative  losses  of  under 
150,000  jobs  (i.e.,  less  than  2  percent  of  overall  job 
dislocations  in  the  US  economy  over  a  5-year  period) ,  and  these 
losses  should  be  more  than  offset  by  gross  job  gains  of  over 
300,000  jobs.   In  short,  the  United  States  has  a  significant 
labor  adjustment  problem  with  or  without  the  NAFTA,  but  the  trade 
pact  should  add  very  little  to  the  existing  challenge  facing  US 
policymakers. 

Several  explicit  NAFTA  provisions  will  smooth  the  transition 
for  US  workers,  including  15-year  transition  periods  for  the  most 
sensitive  sectors  and  improved  safeguard  mechanisms  to  protect 
sensitive  industries  against  a  flood  of  imports.   These 
provisions  should  be  supplemented  by  revamped  and  augmented  US 
labor  adjustment  policies  tc  provide  more  effective  job 
retraining  and  income  maintenance  programs  for  workers  dislocated 
by  increased  trade,  as  well  as  by  defense  conversion  and  other 
structural  changes  in  the  US  economy. 

According  to  conventional  wisdom,  increased  US-Mexico  trade 
would  benefit  high-skilled  US  workers  in  export  industries  and 
disadvantage  low-skilled  US  workers  in  import-competing 
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industries.   This  assumption  led  to  concern  about  a  mismatch  in 
the  potential  jobs  created  and  displaced  by  the  NAFTA  that  would 
exacerbate  the  US  labor  adjustment  problem.   However,  based  on 
the  1990  composition  of  trade,  we  calculated  that  the  median 
weekly  wages  associated  with  US  jobs  "supported"  by  exports  to 
Mexico,  and  US  jobs  "dislocated"  by  imports  from  Mexico,  were 
practically  the  same  (about  $420  to  $425  per  week) .   There  is  no 
overall  tendency  for  US  exports  to  Mexico  to  support  high-skilled 
US  jobs  nor  for  US  imports  from  Mexico  to  displace  low-skilled  US 
jobs  (see  table  A. 2). 

We  then  took  the  calculations  one  step  further.   To  depict 
the  maximum  plausible  impact  of  the  NAFTA  on  the  composition  of 
the  US  job  market,  we  also  calculated  a  very  long-term  scenario. 
In  this  scenario,  we  assumed  that  two-way  US-Mexico  trade  (both 
imports  and  exports)  would  grow  by  $30  billion  over  the  levels 
that  otherwise  would  likely  occur  over  20-30  years.   Moreover,  in 
this  scenario,  we  assumed  the  US  merchandise  import  growth  would 
be  concentrated  in  nondurables,  while  US  merchandise  export 
growth  would  be  concentrated  in  durables  and  capital  goods.   This 
scenario  does  not  reflect  normal  trade  growth;  instead,  the 
assumptions  are  designed  to  yield  a  plausible  "worst  case"  for 
the  long-term  impact  of  NAFTA  on  low-wage,  low-skilled  US 
workers . 

What  we  found  is  that  even  under  these  extreme  assumptions, 
the  job  impact  across  occupational  categories  is  not  focused  on 
lower-paid  workers.   Instead,  even  assuming  a  major  change  in  the 
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composition  of  trade,  factory  workers  benefit  relative  to  office 
workers . 

It  is  important  to  stress  that  this  "worst  case"  scenario 
was  designed  to  analyze  the  potential  impact  on  the  composition 
of  US  jobs,  not  the  absolute  level.   For  that  purpose  only,  we 
assume  balanced  trade  growth  from  the  1990  base  year.   It  is  not 
a  projection  of  trade  flows,  nor  a  prediction  of  long-term  job 
effects. 

Supplemental  Pact  on  Labor 

The  negotiation  of  a  supplemental  pact  on  labor  issues  seeks 
to  establish  commitments  to  the  aggressive  enforcement  of 
national  labor  laws  and  regulations,  monitoring  of  labor  markets 
by  a  new  North  American  Labor  Commission,  and  dispute  settlement 
provisions  to  encourage  compliance.   In  large  part,  the 
Commission  should  act  as  a  roving  spotlight,  focusing  public 
attention  both  on  inadequate  enforcement  and  on  labor  standards 
that  do  not  meet  international  norms. 

To  accomplish  these  tasks,  the  Commission  would  need  to  be 
empowered  to  hear  complaints,  to  send  out  field  investigators,  to 
publish  reports,  and  to  make  binding  recommendations  to  the  NAFTA 
governments.   However,  the  Commission  should  not  have  the  power 
to  levy  fines  or  award  damages.   Such  remedies  should  remain  the 
responsibility  of  national  agencies  and  courts.   In  most  cases, 
the  glare  of  publicity  should  be  sufficient  to  promote 
compliance.  If  this  spotlight  and  subsequent  government  measures 
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prove  inadequate,  however,  the  Commission  should  be  empowered 
under  carefully  circumscribed  conditions  to  recommend  trade 
remedies  against  firms  or  industries  that  show  a  persistent 
pattern  of  labor  abuse. 

Migration 

In  the  short  run,  NAFTA  is  unlikely  to  mitigate  the  problem 
of  illegal  migration  to  the  United  States.   The  rapid  growth  in 
the  number  of  young  workers  in  the  northern  Mexican  cities, 
coupled  with  continuing  large  wage  disparities  between  the  United 
States  and  Mexico,  will  continue  to  attract  Mexican  workers 
across  the  border.   Over  a  period  of  20  or  30  years,  the  only 
answer  to  immigration  pressure  from  Mexico  is  a  dramatic  rise  in 
Mexican  living  standards.   NAFTA  is  not  the  magical  key  to 
Mexican  prosperity,  but  over  the  long  run  it  could  be  an 
important  part  of  the  answer  to  the  immigration  problem. 

Differences  between  NAFTA  and  European  Integration 

Juxtaposed  against  the  European  Community,  which  is 
broadening  and  deepening  the  integration  of  its  12  member  states 
and  expanding  the  scope  of  its  trade  preferences  with  both  EFTA 
and  the  Eastern  European  countries,  the  NAFTA  is  often  seen  as 
North  America's  response  to  the  European  trading  bloc.   Such  a 
comparison  overlooks  the  idiosyncratic  forces  at  work  in  Europe 
and  North  America  and  blurs  numerous  distinctions.   Unlike  in 
Europe,  circumstances  in  North  America  have  led  the  United 
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States,  Canada,  and  Mexico  to  pursue  a  free  trade  area  rather 
than  a  more  comprehensive  economic  union. 

A  first  major  difference  between  the  two  forms  of 
integration  is  that  members  of  an  economic  union  cede  significant 
national  sovereignty  over  economic  affairs  to  a  regional  body. 
In  the  European  Community,  trade  policy  vis-a-vis  the  rest  of  the 
world  is  implemented  on  a  regional  basis  out  of  Brussels;  the 
European  Court  of  Justice  handles  internal  commercial  disputes 
arising  from  the  implementation  of  the  Treaty  of  Rome;  and  a 
single  currency  and  a  European  central  bank  have  been  proclaimed 
as  goals  for  1999  under  the  Maastricht  Treaty. 

Unlike  the  countries  that  have  more  recently  joined  the 
Community  (Greece,  Spain,  and  Portugal)  or  that  now  want  to  join 
(Austria  and  Sweden  head  the  list) ,  the  three  North  American 
countries  are  not  willing  to  cede  the  requisite  sovereignty  to 
establish  comparable  regional  bodies,  or  to  provide  large  fiscal 
transfers  to  the  poorer  states  in  the  region  to  cement  the 
alliance.4  Economic  unions  are  rarely  successful  without  the 
glue  of  intraregional  subsidies,  as  the  European  experience  amply 
demonstrates.5  In  contrast,  the  North  American  approach  is  one 


4  However,  indirectly,  there  may  be  some  transfers  via  an 
enlarged  Inter-American  Development  Bank  and  through  joint 
environmental  programs  to  address  border  problems. 

5  In  the  Community,  agricultural  subsidies  under  the  Common 
Agricultural  Policy  initially  served  this  purpose.  More  recently, 
Greece,  Spain,  and  Portugal  received  substantial  regional  aid  for 
industrial  development  as  part  of  the  terms  of  their  accession  to 
the  Community,  and  the  former  German  Democratic  Republic  is 
receiving  vast  assistance  in  the  context  of  German  reunification. 
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of  "trade,  not  aid." 

Second,  the  NATTA  would  not  result  in  the  same  degree  of 
deep  integration  already  evidenced  in  the  EC.   By  contrast,  NAFTA 
would  be  integration  of  the  lesser  kind.   Its  coverage  will  be 
usuch  less  comprehensive  than  the  European  accords.   In 
particular,  unlike  the  EC,  in  NAFTA  there  will  be  no  enhancement 
of  labor  mobility,  and  no  monetary  union  (changes  in  real 
exchange  rates  will  be  an  essential  adjustment  mechanism  in  the 
absence  of  fiscal  transfers) .  NAFTA  will  be  only  one  aspect  of 
the  economic  relationship  of  the  three  countries  of  North 
America. 
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a/  The  assumptions  behind  the  scenario  for  the  foreseeable  future  are  spelled  out 
in  the  text.  Basically  It  was  assumed  that  KAFTA  and  related  Mexican  reforms 
will  boost  OS  exports  to  Mexico  by  $16.7  billion  over  the  levels  otherwise 
obtained,  and  boost  OS  imports  from  Mexico  by  $7.7  billion.  In  this  scenario, 
no  allowance  is  made  for  normal  trade  growth  in  the  absence  of  HAFTA  and  related 
reforms . 

To  obtain  figures  for  jobs  by  occupational  category  supported  by  exports 
to  Mexico  in  1990,  the  Department  of  Commerce  figures  for  direct  and  indirect 
jobs  supported  by  exports  to  Mexico  in  1990,  by  industry,  were  multiplied  by 
coefficients  representing  the  ratio  of  specific  occupations  within  an  industry 
to  total  jobs  within  that  industry  for  the  United  States  at  large.  For  example, 
the  figure  for  sales  jobs  supported  by  agricultural  exports  to  Mexico  was 
obtained  by  multiplying  the  total  number  of  jobs  (direct  and  indirect)  supported 
by  agricultural  exports  to  Mexico  by  the  ratio  of  sales  jobs  to  total  jobs  in  OS 
agriculture  as  a  whole. 

To  obtain  figures  for  jobs  by  occupational  category  displaced  by  imports 
from  Mexico  in  1990,  a  parallel  method  was  used.  Department  of  Commerce  figures 
for  direct  and  indirect  jobs  in  each  industry  supported  by  exports  were 
multiplied  by  the  ratio  between  OS  imports  from  Mexico  and  OS  exports  to  Mexico 
for  the  products  of  that  particular  industry.  To  make  the  calculation 
manageable,  only  the  top  100  imports  and  exports  were  used  in  calculating  these 
ratios.  The  top  100  imports  and  exports  account  for  96.8  percent  of  total  OS 
imports  and  96.7  percent  of  total  OS  exports  to  Mexico  in  1990. 

Numbers  for  total  jobs  by  occupation  supported  by  exports,  or  displaced  by 
imports,  in  1990  were  obtained  by  summing  the  figures  for  each  industry. 

The  average  weekly  wage  for  jobs  supported  by  exports  to  Mexico  in  1990  was 
obtained  by  taking  a  weighted  average  of  the  median  wage  for  each  occupational 
category,  where  the  weights  are  the  proportion  of  each  occupational  category 
supported  by  exports  to  the  total  number  of  jobs  supported  by  exports.  The  same 
procedure  was  used  to  obtain  the  average  wage  associated  with  jobs  displaced  by 
imports.   In  these  calculations,  1991  median  wage  figures  were  used. 

The  figures  for  jobs  by  occupation  supported  by  exports  or  displaced  by 
imports  in  the  future  scenario  was  obtained  by  multiplying  the  respective  1990 
figures  by  the  ratio  of  scenaxio  exports  (or  scenario  imports)  to  base  year 
exports  (or  base  year  imports).  Average  wages  were  calculated  in  the  same  way 
as  those  for  1990.  This  methodology  does  not  allow  for  productivity  growth 
either  in  terms  of  jobs  or  in  terms  of  wages. 

Sources: 

Data  for  total  jobs,  by  industry,  supported  by  exports  to  Mexico  in  1990  was 
obtained  from  the  Office  of  the  Chief  Economist,  Economics  and  Statistics 
Administration,  OS  Department  of  Commerce,  "O.S.  Jobs  Supported  by  O.S. 
Merchandise  Exports  to  Mexicoi  Supplemental  Report,"  May  1992.  The  coefficients 
representing  the  ratio  of  specific  occupational  categories  within  an  industry  to 
total  jobs  within  that  industry  for  the  Onited  States  at  large  are  derived  from 
unpublished  data  for  the  year  1991,  collected  by  the  Bureau  of  Labor  Statistics. 
The  data  for  average  weekly  wages  for  the  year  1991  for  each  occupation  were 
obtained  from  Bureau  of  Labor  Statistics,  OS  Department  of  Labor. 
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Mr.  Peterson.  As  a  preliminary  matter,  I  am  going  to  be  refer- 
ring to  your  books  here.  The  1992  book,  so  we  will  know  what  I 
am  talking  about,  is  called  "North  American  Free  Trade,  Issues 
and  Recommendations"  by  Mr.  Hufbauer  and  yourself.  The  1993 
book  will  be  this  one  which  is  "NAFTA,  an  Assessment."  Excerpts 
of  those  books  are  on  the  table  in  case  you  need  them. 

You  wrote  it,  so  you  shouldn't  need  them. 

Mr.  Schott.  I  will  blame  any  mistakes  on  Mr.  Hufbauer. 

Mr.  Peterson.  On  page  14  of  the  1993  book,  and  in  today's  testi- 
mony that  you  have  submitted,  you  state  that  a  rejection  of  NAFTA 
could  probably  cause  United  States  capital  to  leave  Mexico,  causing 
Mexico  to  contract  its  imports,  slashing  the  growth  of  U.S.  exports 
and  drastically  shrinking  the  United  States  trade  surplus  with 

Mexico. 

Do  you  agree  with  Mickey  Kan  tor  that  $10  billion  or  25  percent 
of  the  U.S.  exports  could  be  lost  if  we  rejected  NAFTA?  ? 

Mr.  Schott.  I  have  not  seen  that  analysis,  though  I  agree  in  the 
short  term,  and  I  don't  know  over  what  period  of  time  he  projects 
that  loss  of  sales. 

Our  concern  is  that  rejection  of  the  NAFTA  would  cause  a  shock 
in  the  capital  markets.  It  is  the  inflow  of  capital  into  Mexico  that 
finances  this  large  current  account  deficit  which  enables  Mexico  to 
continue  to  buy  more  and  more  from  the  United  States.  Their  cur- 
rent account  deficit  this  year — in  1992 — was  about  $22  billion,  well 
over  6 — I  think  7  percent  of  the  GDP,  a  very  large  number. 

The  projections  I  have  seen  for  1993  indicate  that  the  deficit  is 
likely  to  rise  up  to  $26  billion.  That  means  even  more  exports  from 
the  United  States.  If  that  capital  slows  down  it  will  be  harder  for 
them  to  continue  the  pace  of  purchases  from  the  United  States. 

Certainly,  in  the  short  term,  there  would  be  a  sharp  contraction 
of  economic  activity  and  subsequently  of  purchases  of  U.S.  goods. 
So  I  think,  in  the  short  term,  I  would  support  the  conclusion  that 
it  will  lead  to  a  sharp  contraction  of  our  trade.  Private  analyses 
that  I  have  seen  projecting  the  implications  of  a  rejection  of 
NAFTA  also  indicate  lower  growth  in  Mexico,  higher  inflation  and 
a  sharp  reduction  in  their  current  account  deficit. 

Mr.  Peterson.  You  say  lower  growth.  Are  you  saying  there  is 
going  to  be  less  of  an  increase  or  are  you  agreeing  there  will  be  this 
actual  loss? 

Mr.  Schott.  The  projections  that  I  have  seen,  that  are  quite  con- 
servative, indicate  that  the  growth  in  the  Mexican  economy  would 
be  reduced  but  not  necessarily  below  zero. 

Mr.  Peterson.  So  if  it  is  not  below  zero,  how  can  all  these  jobs 
be  lost? 

Mr.  Schott.  The  important  point  to  make  there  is  that,  from  the 
situation  that  existed  in  1992  where  we  have  a  strong  export  mar- 
ket and  where  we  would  lose  those  export  sales — in  the  trade  terms 
we  would  have  a  reduction. 

Mr.  Peterson.  But  people  would  leave  Mexico.  They  would  pull 
their  investments  out  if  we  did  not  pass  this? 

Mr.  Schott.  No.  I  would  say  the  demand  for  United  States  prod- 
ucts by  Mexico  would  be  reduced  because  of  the  lower  activity  in 
the  Mexican  economy. 

Mr.  Peterson.  Because  NAFTA  was  defeated? 
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Mr.  Schott.  Because  of  the  reaction  in  the  capital  market  to  the 
defeat  of  NAFTA  and  the  implications  that  might  have  for  future 
prospects  for  United  States-Mexico  trade  relations.  I  think  it  would 
create  a  level  of  uncertainty  that  would  cause  businesses  to  at  least 
step  back  and  reevaluate  their  position  in  both  the  United  States 
ana  Mexican  markets. 

Mr.  Peterson.  In  the  Washington  Post  a  week  ago,  the  vice 
president  of  Scudder,  Stevens,  and  Clark,  which  has  apparently  in- 
vested $1  billion  for  its  clients,  said  it  was  not  convinced  that  the 
rejection  of  NAFTA  would  make,  "a  damn  bit  of  difference  to  Mex- 
ico." Many  trade  economists  say  the  companies  will  go  to  Mexico 
anyway.  Are  you  disagreeing? 

Mr.  Schott.  I  think  he  is  putting  his  money  where  his  mouth 
is,  and  I  would  predict  he  will  have  much  less  money  if  that  comes 
to  pass. 

What  those  people  are  projecting  is  that  Mexican  policy  will  con- 
tinue and  there  will  not  be  a  change.  Clearly,  the  Mexican  Govern- 
ment officials  are  saying  just  that,  that  there  is  no  reason  why  they 
should  not  continue  their  existing  policy  of  opening  up  the  Mexican 
economy,  deregulating  the  Mexican  economy  with  or  without  a 
trade  agreement  because  it  is  good  for  Mexico.  That  is  true. 

What  Hufbauer  and  I  are  arguing  is  that  it  will  be  difficult  for 
them  to  sustain  that  policy  because  of  the  increasing  difficulty  of 
financing  a  very  large  current  account  deficit.  Some  retrenchment 
will  be  required  to  accommodate  that  financing  constraint. 

Mr.  Peterson.  Are  we  going  to  lose  those  200,000  jobs? 

Mr.  Schott.  I  would  say  we  will  lose  some  jobs. 

Mr.  Peterson.  How  many? 

Mr.  Schott.  I  have  not  made  a  projection.  I  have  not  seen  the 
USTR  projections  so  I  cannot  say  if  I  would  fully  agree  with  their 
analysis. 

From  the  situation  existing  in  1992  I  would  say  we  would  lose 
jobs  in  the  short  term. 

Mr.  Peterson.  Your  model  indicates  a  net  increase  of  150,000 
jobs. 

Mr.  Schott.  About  170,000  jobs  in  the  short  term. 

Mr.  Peterson.  In  the  long  term  you  think  we  will  lose  a  little 
bit  maybe? 

Mr.  Schott.  No,  there  have  been  no  projections. 

There  has  been  some  confusion  about  this,  as  has  been  spelled 
out  in  my  testimony.  We  actually  did  an  experiment  looking  at  the 
possible  effects  of  increased  United  States-Mexican  trade  over  the 
long  term  on  the  composition  of  U.S.  employment.  The  details  of 
that  scenario  in  which  we  constructed  some  rather  extreme — which 
was  based  on  rather  extreme  assumptions,  resulted  in  a  conclusion 
very  similar  to  the  conclusion  we  found  for  the  short  and  medium 
term  as  far  as  the  composition  of  employment  in  the  United  States. 

That  is,  we  found  very  little  conclusive  evidence  to  support  the 
conventional  wisdom  that  it  was  low-skilled  workers  who  were 
going  to  be  disproportionately  affected  in  the  U.S.  economy  as  a  re- 
sult of  increased  trade  with  Mexico.  That  is  detailed  in  the  testi- 
mony I  presented  today. 

I  should  just  reiterate  that  there  is  no  good  way,  and,  in  fact,  we 
don't  believe  that  one  can  accurately  forecast  the  employment  ef- 
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fects  of  a  trade  agreement  over  the  long  term.  There  are  so  many 
other  factors  that  influence  that  in  terms  of  the  economic  activity 
in  the  country.  Therefore,  we  did  not  make  any  such  projections. 

Mr.  Peterson.  I  want  to  review  your  economic  model  for  a 
minute.  We  had  a  discussion  earlier.  On  page  57  of  the  1992  book 
you  state  that  the  model  assumes  that  a  successful  NAFTA  is  only 
one  part  of  a  package  of  reforms,  including  sweeping  privatization, 
significant  liberalization  of  the  Mexican  oil  sector,  fiscal  and  mone- 
tary restraint,  and  other  reform  measures.  Therefore,  the  values 
reported  are  for  the  full  package  and  not  just  for  the  NAFTA  com- 
ponent. Is  that  accurate? 

Mr.  Schott.  Yes.  That  factor  often  gets  overlooked  in  the  debate. 
We  feel  it  is  very  important  to  see  NAFTA  as  part  of  a  package. 
Indeed,  we  found  it  very  difficult  to  separate  out  the  effects  of 
NAFTA  on  the  Mexican  economy  from  the  ongoing  economic  re- 
forms. 

Mr.  Peterson.  So  the  NAFTA  component  is  not  measured  sepa- 
rately? 

Mr.  Schott.  No.  It  is  the  whole  package.  We  are  very  clear  to 
state  that  in  the  book,  as  you  just  quoted. 

Mr.  Peterson.  Later,  on  page  24,  you  say  the  true  measure  of 
economic  gain  from  NAFTA  is  the  efficiency  benefits  and  growth 
stimulus  for  Mexico.  Today  on  page  2  of  your  testimony,  you  said 
that  higher  incomes  made  possible  by  greater  efficiency  will  be  the 
main  impact  on  the  U.S.  economy.  Can  you  tell  me  which  one  it 
really  is? 

Mr.  Schott.  It  is  the  same.  Maybe  the  shorthand  confuses  the 
issue,  but  the  efficiency  gains  are  generated  over  the  long  term  by 
exporting  those  goods  and  services  in  which  you  have  a  compara- 
tive advantage,  both  countries.  You  will  have  an  increase  in 
intraindustry  trade.  You  will  be  able  to  have  much  more  efficient 
production.  That  efficiency  also  derives  from  the  fact  that  there  will 
be  more  firms  competing,  higher  competition,  therefore  promoting 
greater  efficiency  as  well. 

It  is  those  two  factors  that  we  feel  over  the  long  term  are  the  big- 
gest positive  contributors  to  the  United  States  economy,  the  Mexi- 
can economy,  and  the  Canadian  economy  from  this  trade  agree- 
ment. 

Mr.  Peterson.  Who  is  going  to  get  these  higher-income  jobs? 

Mr.  Schott.  That  is  exactly  the  right  followup  question. 

Because  Mexico  is  the  most  protected  and  regulated  of  the  three 
markets,  they  will  reap  the  bulk  of  those  efficiency  gains  over  the 
long  term.  Tney  will  also  have  to  go  through  the  harshest  adjust- 
ments in  terms  of  their  economic  activity  which  has  been  of  con- 
cern to  some  people.  The  labor  adjustments  in  Mexico  drwarf  the 
problems  that  we  have  here,  but  they  are  quite  different. 

We  anticipated  that  a  small  part  of  those  efficiency  gains  that  we 
estimated  in  the  book  would  accrue  to  the  U.S.  economy,  several 
billion  dollars.  It  is  a  small  percentage  of  GDP  but  not  bad  for  gov- 
ernment work. 

Mr.  Peterson.  You  are  talking  about  the  efficiency  gains.  It  is 
your  estimate  that  there  is  $15  billion  in  total? 

Mr.  Schott.  For  the  three  countries,  yes. 
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Mr.  Peterson.  But  less  than  $2  billion  of  that  is  in  the  United 
States.  The  rest  is  in  Mexico. 

Mr.  Schott.  Most  in  Mexico.  Those  numbers  are  about  right. 

Mr.  Peterson.  $2  billion  in  a  $6  trillion  economy.  That  is  hardly 
anything. 

Mr.  Schott.  Just  like  170,000  jobs  in  a  110  million  person  labor 
force  is  a  very  small  percentage,  too. 

Mr.  Peterson.  But  you  said  this  was  the  main  gain  from 
NAFTA,  the  efficiency?  It  seems  pretty  small  potatoes. 

Mr.  Schott.  Well,  there  are  a  lot  more  important  things  going 
on  in  this  world  and  in  this  Congress. 

But  let  me  take  a  step  back  because  I  think  this  deserves  a  seri- 
ous response  of  a  broader  nature. 

The  NAFTA  and  our  trade  relationship  with  Mexico,  as  my  testi- 
mony points  out,  seems  to  be  generating  a  lot  more  attention  than 
the  size  of  the  economic  relationship,  the  size  of  the  displacement, 
the  size  of  the  trade  effects  would  seem  to  warrant.  Why  it  is  an 
important  debate  and  why  this  debate  is  so  crucial  to  our  economy 
is  that  it  does  raise  the  profile  of  very  serious  problems  of  labor  ad- 
justment and  concerns  about  degradation  of  the  environment,  con- 
cerns about  the  competitiveness  of  U.S.  industries  in  global  mar- 
kets, a  debate  that  has  been  much  too  little  emphasized  and  much 
too  little  focused  on  in  the  United  States  over  the  past  decade.  So 
the  critics  of  NAFTA  are  doing  the  United  States  a  great  service 
by  raising  the  profiles  of  these  concerns. 

But  the  solution  to  our  economic  problems  lies,  for  the  most  part, 
outside  of  trade  agreements.  Trade  agreements  can  contribute  in  a 
small  way  to  part  of  the  solution,  but  the  real  solution  lies  in  get- 
ting our  economic  house  in  order,  in  developing  programs  that  pro- 
mote competitiveness. 

Mr.  Peterson.  Lowering  wages? 

Mr.  Schott.  Not  lowering  wages.  The  key  here  is  that  U.S. 
wages  will  not  increase  over  time  unless  U.S.  productivity  in- 
creases. So  we  have  to  think  about  improving  the  productivity  of 
U.S.  companies  if  we  are  ever  going  to  get  back  on  a  road  of  in- 
creasing real  wages. 

But  the  trade  with  Mexico,  in  and  of  itself,  is  such  a  small  part 
of  our  story  that  Hufbauer  and  I  did  not  feel  that  the  influence  of 
that  trade  could  affect  wage  rates  in  the  labor  market  of  the  United 
States.  It  was  just  too  small  a  part  of  the  story. 

But  there  are  many  other  important  things  that  need  to  be  done 
to  contribute  to  improving  productivity  in  the  United  States  and, 
therefore,  the  ability  to  increase  real  wages. 

Mr.  Peterson.  I  want  to  quote  again  From  the  1992  book  on  page 
20  where  you  speculate  that  Canada's  hesitation  about  free  trade 
reflects  concern  with  the  prospect  of  structural  adjustments  and 
the  implications  of  their  effect  on  popular  but  expensive  programs. 
By  this  I  suppose  you  include  their  national  health  program. 

Mr.  Schott.  Yes. 

Mr.  Peterson.  A  system  of  free  trade  compels  the  country  to  ex- 
amine carefully  the  cost  of  its  policies,  the  proposals  on  individual 
firms.  It  does  not  require  the  convergence  of  national  policy,  but  it 
generates  new  competitive  forces  within  the  region  and  creates 
pressure  toward  convergence. 
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Can  we  assume  the  convergence  that  you  are  talking  about  here 
goes  downward  in  the  direction  of  fewer  protections?  Not  having 
health  care,  is  that  what  we  are  talking  about  here?  That  we  are 
going  to  go  to  the  lowest  common  denominator? 

Mr.  Schott.  That  has  been  a  serious  concern,  but  I  think  it  is 
not  justified  with  regard  to  labor  and  environmental  issues  where 
there  are  specific  provisions  of  the  agreement  to  say  there  is  noth- 
ing to  require  countries  to  lower  their  standards  and,  indeed,  that 
countries  should  not  use  lower  standards  as  a  competitive  tool  to 
attract  trade  or  investment. 

So  those  types  of  provisions  can  be  enhanced,  and,  indeed,  our 
proposals  in  the  1993  book  for  what  should  be  included  in  the  sup- 
plemental agreements,  argue  for  a  process  that  will  allow  the  up- 
grading of  standards  throughout  the  North  American  region  to  re- 
inforce the  provisions  of  the  NAFTA  and  ensure  that  there  is  not 
pressure  for  unraveling  existing  protections  in  the  U.S.  economy. 

I  think  that  is  very  important.  It  could  be  a  very  useful  purpose 
served  by  the  trinational  commissions  that  seem  to  be  the  focus  of 
these  new  negotiations. 

But  in  the  context  of  Canada,  yes,  they  are  concerned  about  the 
ability  to  maintain  their  health  care  system,  but  the  concern  is 
mostly  because  of  the  cost  of  that  system. 

Mr.  Peterson.  So  is  the  convergence  going  to  occur  with  or  with- 
out health  care? 

Mr.  Schott.  I  think  we  are  going  to  see  a  convergence  of  health 
care  programs,  probably  increased  coverage  in  the  United  States 
moving  toward  the  Canadian  model  and  a  slimming  down  of  the 
Canadian  program. 

Mr.  Peterson.  We  are  spending  5  percent  more  than  the  Cana- 
dians are  as  a  percentage  of  GDP. 

Mr.  Schott.  You  are  getting  into  an  area  where  I  know  very  lit- 
tle. Having  read  the  tea  leaves  coming  out  of  the  White  House,  I 
think  there  will  be  a  strong  effort  to  increase  the  coverage  of  health 
care  insurance,  and  perhaps  require  some  reallocation  of  funds  al- 
ready being  spent  as  well  as  increasing  the  funds  currently  being 
spent  to  complete  the  objectives  that  will  be  set  forth  by  the  Con- 
gress and  the  administration.  But  now  I  am  getting  on  very  thin 
ice. 

Mr.  Peterson.  Canada  has  a  program  that  covers  everybody. 
They  are  spending  9  or  10  percent  of  GDP.  We  are  at  14.  From 
what  I  am  reading  on  the  tea  leaves  coming  out  of  the  White 
House,  I  don't  like  what  I  am  hearing.  I  don't  think  this  managed 
competition  makes  any  sense.  We  are  going  to  end  up  spending 
more  rather  than  less,  and  we  will  be  at  a  worse  disadvantage  with 
the  Canadians. 

I  don't  advocate  the  Canadian  system,  but  we  are  spending  too 
much  in  this  country,  and  it  is  causing  us  a  competitive  disadvan- 
tage in  all  this  trade  business. 

Mr.  Schott.  That  point  is  certainly  correct.  I  would  urge  the  ad- 
ministration, when  they  consider  these  proposals,  to  look  at  the  im- 
plications for  the  international  competitiveness  of  U.S.  firms. 

Mr.  Peterson.  Mr.  Machtley. 

Mr.  Machtley.  Michael  Porter  and  Lester  Thorow  have  sug- 
gested in  their  books  that  the  lowest-cost  wage  is  not  going  to  be 
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a  predominant  factor  in  world  competition  as  it  relates  to  manufac- 
turing. 

Now,  if  I  could,  the  simple  understanding  by  many  people  who 
are  not  economists  or  Congress  people  with  advanced  degrees  is 
this:  The  United  States  has  an  average  hourly  compensation  of 
$14.77.  The  Canadians  have  an  average  hourly  manufacturing 
compensation  of  $16.02.  The  Mexicans  nave  an  average  hourly 
compensation  of  $1.80. 

If  the  man  on  the  street  thinks  about  that,  he  says,  would  it 
make  sense?  I  am  not  going  to  move  to  Canada  because  they  have 
a  higher  wage,  even  though  they  speak  English  and  have  a  similar 
culture,  and  I  probably  would  not  move  to  Thailand  where  there  is 
a  long  lead  time  and  I  have  to  deal  with  whole  oceans  of  advanced 
funding  and  letters  of  credit  and  things  which  will  cause  enormous 
economic  problems. 

But  it  could  be  possible,  with  flights  flying  regularly  between  the 
United  States  and  Mexico,  to  just  move  and  expand  my  facility  into 
Mexico  because  now  I  can  capture  this  very  low  wage  of  $1.80,  as 
opposed  to  paying  $14.77  plus  whatever  this  new  health  care  man- 
date will  be  on  employers  in  this  country. 

So,  therefore,  everyone  should  go  south,  and  the  end  result  is  not 
the  175,000  net  jobs,  but  it  will  be  a  mass  exodus.  That  is  what 
I  think  the  average  American  who  is  in  business  or  labor,  who  is 
employed,  is  afraid  of. 

How  do  you  make  an  argument  that  there  is  an  equalization  and 
that  it  will  not  be  an  open  flight  of  businesses  to  this  very  low- 
wage  country  which  is  immediately  adjacent  to  us? 

Mr.  Schott.  I  think  that  perception  may  be  correct  for  the  man 
in  the  street.  It  is  correct  for  Mr.  Perot,  who  has  a  rather  distorted 
view  of  these  facts  and,  in  fact,  feels  that  one-quarter  of  the  U.S. 
manufacturing  labor  force  will  drift  down  to  Mexico  because  of 
that. 

But  I  think  the  average  businessman  takes  a  much  more  sophis- 
ticated view.  As  you  suggested,  there  are  many  factors  that  deter- 
mine whether  it  will  be  profitable  to  invest  as  opposed  to  trade 
with  Mexico.  Indeed,  NAFTA-reducing  Mexican  trade  barriers 
which  are  higher  than  United  States  will  encourage  more  exports 
in  some  areas. 

But  when  push  comes  to  shove,  the  bottom  line  decision  of  the 
businessman  will  depend  on  the  nature  of  the  product  he  is  produc- 
ing, where  the  market  is,  what  components  are  required,  and  how 
much  labor  is  a  function  of  his  total  production  costs. 

I  have  traveled  around  the  country.  Some  businessmen  have  told 
me  wonderful  stories  of  how  they  profited  setting  up  maquiladora 
firms  and  others  have  told  me  how  those  ventures  have  been  abject 
failures  and  cost  them  millions  of  dollars  just  because  of  the  prob- 
lems of  doing  business  down  there  or  the  fact  that  the  wage  dif- 
ferentials— labor  cost  differentials  are  offset  by  other  costs  they 
have  incurred. 

So  that  is  an  individual  problem  or  decision  to  be  made  by  the 
businessman.  Many  have  already  done  so.  But,  interestingly,  most 
American  businesses  have  not  done  so  because  either  the  market 
is  not  there  or  the  market  is  here  in  the  United  States  or  abroad. 
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So  the  amount  of  United  States  investment  in  Mexico  as  a  per- 
centage of  total  U.S.  investment  is  very  small.  It  is  not  a  zero  sum 
investment  as  was  suggested  in  the  earlier  session.  The  fact  that 
United  States  investors  invest  in  Mexico  does  not  mean  that  they 
are  not  investing  in  the  United  States.  It  would  also  follow  that 
they  could  be  malting  additional  investments  that  would  not  other- 
wise be  made  if  the  opportunities  did  not  exist  in  Mexico,  thereby 
supporting  employment  in  both  Mexico  and  the  United  States. 

So  I  think  the  issue  is  much  more  complex,  but  the  problem  is 
public  perception  is  quite  favorable  to  the  sound  bite,  to  the  very 
real  and  difficult  plight  of  workers  in  plants  such  as  the  Smith-Co- 
rona plant,  where  you  have  a  very  simple  story  and  it  is  very  easy 
to  convey  to  the  American  public. 

I  must  say  the  American  business  community  has  not  been  as 
good  in  putting  forward  anecdotes  such  as  those  to  talk  about  how 
they  have  expanded  their  production.  Because  production  has  ex- 
panded quite  a  bit  to  increase  goods  that  are  sold  to  Mexico.  We 
nave  increased  our  exports  from  $12  billion  to  almost  $41  billion 
in  just  a  few  years.  Somebody  has  had  to  produce  those  goods  in 
the  United  States.  That  is  a  tremendous  increase.  That  story  is  not 
being  told. 

So  that  is  long  way  of  going  about  saying  there  are  a  lot  of  fac- 
tors determining  investments.  The  NAFTA  will  in  some  ways  in- 
crease the  opportunities  to  export  to  Mexico  and  relieve  the  need 
for  increased  investment,  but  in  some  businesses  transportation 
costs  and  other  costs  will  argue  for  having  a  more  decentralized 
production  base. 

But  there  is  very  little  in  the  NAFTA  that  will  change  the  exist- 
ing opportunities  for  U.S.  businessmen  to  invest  but  many  new  pro- 
visions in  the  NAFTA  to  increase  their  opportunities  to  trade. 

Mr.  Machtley.  Unfortunately,  that  is  difficult,  as  you  have  just 
explained,  to  explain  in  a  sound  bite  to  the  man  on  the  street  who 
does  not  get  into  all  those  different  factors. 

Mr.  Schott.  I  am  afraid  they  would  choke  on  that  sound  bite. 

Mr.  Machtley.  There  would  be  a  geographic  impact  because  of 
the  lessening  of  migration.  The  southwest  will  probably  have  fewer 
Mexicans  coming  into  the  country  who  would  compete  for  low-wage 
jobs  in  the  southwest  as  opposed  to  the  impact  of  that  issue  in  New 
England,  my  home  State.  They  are  not  going  to  travel  in  New  Eng- 
land because  of  the  climate  and  the  distance. 

How  much  of  a  factor  do  you  think  that  immigration  issue  really 
is  in  terms  of  achieving  a  net  loss  or  a  net  gain  of  employment? 
In  other  words,  in  your  conclusion  of  175,000  net  increase  in  jobs, 
is  that  after  looking  at  a  reduction  of  immigration  or  is  that  based 
on  ignoring  that  issue? 

Mr.  Schott.  We  address  the  issue  of  migration  in  this  study,  but 
we  are  not  experts  on  migration.  In  fact,  the  Institute  is  conducting 
another  study  on  migration  in  the  NAFTA  by  an  expert  in  the  field, 
Phillip  Martin,  a  visiting  fellow  at  the  institute.  That  study  is  not 
complete,  but  he  has  written  a  number  of  journal  articles  on  this 
issue. 

The  factors  flow  in  both  directions.  In  general,  I  would  say  from 
my  reading  of  the  literature  that,  in  the  short  term,  there  will  be 
possibly  a  net  increase  in  migration  from  Mexico  and,  over  a  long 
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term,  the  increasing  prosperity  of  the  Mexican  economy  will  begin 
to  contribute  to  an  abatement  of  that  problem.  But  we  are  talking 
about  a  generation  or  so  in  order  to  get  a  good  handle  on  it. 

Now  there  have  also  been  studies  done  that  are  cited  in  our  1993 
book  that  look  at  the  short-term  consequences.  Some  argue  that 
there  will  be  a  positive  effect  on  U.S.  employment  in  the  short 
term — and  wages — because  of  the  throwing  workers  back  to  Mex- 
ico. Some  argue  that  the  NAFTA  will  increase  growth  in  the  border 
regions  and  thus  will  provide  a  jumping-off  spot,  so  migration  will 
increase  in  the  short  term. 

As  a  result  of  that,  our  discussion  does  not  include  the  issue  of 
migration.  We  just  accept  to  the  extent  that  those  are  factored  into 
the  broader  historical  model  that  we  use  to  determine  trade  flows, 
and  that  are  the  basis  for  our  employment  calculations. 

Mr.  Machtley.  Thank  you. 

Mr.  Chairman,  I  want  to  commend  you  for  this  hearing.  We  have 
had  some  good  testimony.  Unfortunately,  I  have  to  go  to  another 
hearing.  I  will  have  to  excuse  myself. 

Mr.  Peterson.  Thank  you,  Mr.  Machtley. 

Mrs.  Thurman. 

Mrs.  Thurman.  I  don't  know  if  you  asked  the  questions  I  wanted 
to  ask.  I  wanted  to  follow  up  on  the  questions  I  asked  Ms.  Lee  on 
how  NAFTA  affects  our  budget  and  the  budget  deficit  to  the  Amer- 
ican workers  with  the  dislocations  and  our  infrastructure  issues. 
Have  you  looked  at  any  of  those  as  to  what  that  cost  might  be? 

Mr.  Schott.  We  looked  in  the  1992  book  at  U.S.  labor  adjust- 
ment programs.  We  came  to  the  conclusion  that  many  have,  that 
they  have  been  inadequate.  They  need  to  be  substantially  re- 
vamped and  restructured  but  not  just  because  of  trade  agreements, 
but  because  of  a  variety  of  labor  adjustment  problems  in  the  U.S. 
economy  relating  to  defense  conversion  and  to  many  other  factors. 

That  is  an  effort  that  did  not  receive  a  great  deal  of  attention 
over  the  past  10  years  until  the  election  campaign.  Indeed,  it  was 
during  the  election  campaign  in  the  last  year  that  President  Bush 
really  did  a  180  degree  turnaround  in  his  policy  toward  labor  ad- 
justment and  proposed  a  much  more  expansive  labor  adjustment 
program  to  cover  workers  who  have  been  displaced  from  their  jobs 
for  a  variety  of  reasons. 

During  the  campaign,  candidate  Clinton  said  he  would  do  better 
and  has  repeated  that.  I  think  efforts  are  under  way  in  the  Labor 
Department  to  try  to  come  up  with  a  broader  scheme.  The  problem 
is  the  question  of  training,  developing  programs  that  will  really 
work,  that  will  provide  new  opportunities  for  workers. 

The  problem,  if  one  were  to  summarize  it,  is  that  we  are  starting 
with  a  gap  between  job  opportunities  and  the  skills  of  workers  who 
have  been  displaced.  Over  time,  you  reduce  that  gap  by  improving 
education  in  the  economy  so  that  workers  come  into  the  labor  force 
with  more  skills  and  more  flexibility  to  do  a  variety  of  tasks. 

But  we  have  not  been  very  good  at  that.  There  has  been  a  prob- 
lem in  our  educational  training.  We  need  more  engineers  and  less 
economists. 

Mrs.  Thurman.  We  will  remember  that. 

Mr.  Schott.  But  I  don't  have  a  dollar  figure. 
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In  our  1992  book,  we  suggested  that,  adjusting  for  the  NAFTA 
agreement,  that  we  foresaw  we  expected  costs  for  labor  adjustment 
programs  in  the  vicinity  of  about  $1  billion  additional  for  the  dis- 
placed workers.  But  I  tnink  the  programs  that  were  discussed  dur- 
ing the  campaign  by  both  the  Republicans  and  the  Democrats  indi- 
cates a  much  more  expansive  program  to  deal  with  the  broader  is- 
sues that  are  in  some  ways  already  in  the  Defense  Conversion  Act 
and  other  pieces  of  legislation  to  deal  with  the  more  general  ques- 
tion of  labor  adjustment  in  the  U.S.  economy.  That  would  raise  the 
bill  quite  substantially,  up  to  several  billion  dollars  a  year. 

Mrs.  Thurman.  Mr.  Chairman,  I  guess  where  I  have  my  problem 
with  all  of  that,  so  you  will  no— is  that  the  businesses  that  make 
the  choices  to  stay  here  in  the  United  States,  who  pays  for  this? 

It  is  not  fair  to  burden  them  with  the  cost  of  some  other  manu- 
facturer making  the  choice  to  go  to  Mexico,  but  they  will  bear  the 
burden  of  the  retraining,  the  infrastructure,  the  health  care  costs, 
the  benefits  to  the  families,  all  of  those  things.  They  have  no  more 
jobs  to  give  them.  They  are  trying  to  expand,  and  yet  we  are  going 
to  put  a  burden  on  them  because,  somehow,  we  are  going  to  pay 
for  that.  We  put  ourselves  into  a  real  tailspin. 

I  think  you  get  a  double  hit  at  it.  Not  only  do  you  raise  the  defi- 
cit and  the  issue  of  some  of  your  funding  mechanisms  and  assist- 
ance to  these  folks  who  are  kind  of  left  behind,  but  you  put  an  ad- 
ditional burden  on  American  businesses  who  made  the  choice  to 
give  Americans  jobs.  What  do  you  do  with  that? 

Mr.  Schott.  I  would  agree  with  a  lot  of  your  analysis,  but  I  don't 
think  it  necessarily  follows  that  a  company  that  invests  in  Mexico 
or  another  country  is  necessarily  going  to  cost  jobs  on  balance  in 
the  U.S.  economy.  I  think  there  has  been  substantial  literature  to 
suggest  that  foreign  direct  investment  by  U.S.  firms  actually  im- 
proves the  profitability  of  U.S.  companies  and  allows  them  to  ex- 
pand their  U.S.  operations. 

It  could  be  that  it  is  not  the  same  plant  and  the  same  community 
that  benefits.  That  is  an  allocation  problem  within  the  United 
States.  That  is  a  real  problem  and  affects  workers  and  communities 
which  should  be  an  important  focus  of  U.S.  labor  adjustment  pro- 
grams. 

But  it  doesn't  necessarily  mean  that  that  company  is  not  going 
to  expand  production  in  other  parts  of  the  U.S.  economy  and  create 
new  jobs,  build  a  new  factory  or  expand  existing  facilities  in  other 
communities. 

Again,  in  this  case,  as  in  the  other  questions  that  I  addressed, 
there  is  no  black  and  white  answer.  There  are  some  problems  that 
have  not  been  adequately  addressed.  But  increased  investment  is 
not  a  cost,  it  is  a  gain.  But  within  that  net  gain  there  are  winners 
and  losers. 

It  is  the  allocation  or  the  adjustment  of  those  losers  that  should 
be  a  focus  for  U.S.  policies.  Of  course  that  is  going  to  be  a  cost  to 
the  general  treasury. 

Mrs.  Thurman.  When  you  say  that  about  not  being  addressed, 
can  you  give  me  some  idea  of  how  we  address  those  then? 

Mr.  Schott.  If  I  had  a  great  answer  to  that  I  probably  would  be 
sitting  in  the  Labor  Department  today  chained  to  a  desk. 

Mrs.  Thurman.  We  are  being  asked  to  address  it  though. 
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Mr.  Schott.  I  wish  I  had  a  good  answer  to  exactly  how  you 
frame  labor  adjustment  programs.  I  am  not  an  expert  in  that  field. 
We  relied  very  heavily  on  work  that  has  been  done  by  people  who 
are  in  the  business  both  on  the  administrative  side  and  on  the 
labor  union  side  who  have  suffered  because  of  the  inadequate — or 
know  the  problems  with  existing  programs.  And  we  were  informed 
by  their  criticisms. 

That  doesn't  help  you  draft  the  magic  bullet  to  take  care  of  these 
problems.  I  would  nope  that  Mr.  Reich  brings  together  experts  from 
the  labor  unions,  and  from  businesses  who  would  have  to  pay  the 
bill  and  pay  the  price  in  terms  of  effort  to  effect  this  adjustment, 
so  that  it  is  more  equitable  in  terms  of  the  overall  benefit  for  U.S. 
workers  and  the  U.S.  economy. 

Mrs.  Thurman.  I  have  one  more  question.  Since  you  have  writ- 
ten your  book  and  since  there  has  been  a  lot  more  discussion  and 
new  issues  being  raised  and  concerns,  are  there  any  things  that 
you  can  say  that  you  changed  your  opinion  since  you  first  wrote 
your  material? 

Mr.  Schott.  We  did  have  the  advantage  of  writing  a  sequel  after 
the  first  book.  So,  to  that  extent  we  did,  in  some  areas,  expand  on 
discussions  where  there  was  more  nuance  required,  I  don't  think 
there  were  any  areas  where  we  had  a  complete  turn  around  of 
view. 

In  fact,  our  economic  projections  have  been  right  on  target  and 
in  part  because  we  were  looking  at  the  entire  framework  of  policies, 
not  just  NAFTA  itself.  But  if  you  look  at  what  we  projected,  we 
come  very  close  to  what  has  actually  occurred  over  the  last  2  years 
since  our  original  book. 

We  have  also  put  in  recommendations  for  the  supplemental 
agreements.  We  will  be  putting  out  a  revised  version  of  our  1993 
book,  a  second  edition  of  it,  after  the  conclusion  of  the  supple- 
mental agreements  to  analyze  that,  to  provide  a  full  picture. 

Right  now  it  seems  that  the  U.S.  position,  as  far  as  I  can  under- 
stand it  from  the  press  reports,  seems  to  be  following  quite  closely 
the  recommendations  that  we  put  forward  in  terms  of  having 
broad-based  commissions  that  have  investigative  power,  seek  pri- 
marily to  insure  compliance  through  the  glare  of  publicity,  but  pro- 
vide, as  a  last  resort,  the  possibility  of,  under  very  carefully  cir- 
cumscribed conditions,  the  use  of  trade  remedies. 

I  know  that  is  in  dispute  with  the  business  community.  I  am 
sure  you  will  hear  more  about  that  throughout  these  hearings. 

Mrs.  Thurman.  Thank  you. 

Mr.  Peterson.  About  the  real  wages  in  Mexico,  since  1982  peo- 
ple tell  me  the  wages  have  fallen  40  percent. 

Is  that  correct? 

Mr.  Schott.  Well,  using  that  base  year,  you  start  from  the  point 
where  the  debt  crisis  really  had  a  big  hit  and  the  required  adjust- 
ment in  the  Mexican  economy,  which  was  quite  drastic  to  recover 
from  the  debt  crisis,  really  took  its  toll  on  the  Mexican  worker. 

Mr.  Peterson.  In  1982,  the  workers  were  getting  40  percent  of 
the  GDP,  and  now  they  are  getting  24. 

Is  that  right? 

Mr.  Schott.  The  real  wages  in  Mexico,  off  the  top  of  my  head, 
recalling  what  we  had  in  the  books,  the  real  wages  dropped  dra- 
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matically  from  the  early  to  mid-1980's.  And  they  have  recovered 
since  then. 

Mr.  Peterson.  But  overall,  they  have  dropped;  is  that  true? 

Mr.  Schott.  I  would  have  to  look  at  the  current  situation  com- 
pared to  1982.  But  there  was  a  sharp  drop.  Over  a  certain  period 
of  time,  there  was  a  decline,  yes. 

Mr.  Peterson.  Maquiladora  workers  make  about  half  of  what 
other  manufacturing  workers  make  in  Mexico;  is  that  right? 

Mr.  Schott.  Yes.  I  think  you  have  to  look  at  the  different  indus- 
tries. There  is  a  variation  between  the  types  of  companies  or  the 
sectors  in  the  maquiladora  sector.  We  have  that  in  our  book. 

Mr.  Peterson.  Aren't  these  lower  wages  the  reason  we  have  the 
maquiladoras  opening  up  in  Mexico? 

Mr.  Schott.  For  those  companies,  it  is  a  good  part  of  it. 

Mr.  Peterson.  In  1992  when  some  of  these  maquiladora  workers 
tried  to  negotiate  a  wage  increase,  I  understand  the  government 
threw  one  of  their  union  workers  in  jail.  He  was  there  for  months. 
I  guess  the  charges  were  finally  dropped.  But  they  ended  up  set- 
tling with  the  workers  on  the  cost-of-living  increase. 

My  question  is:  Under  these  kind  of  circumstances,  I  find  it  hard 
to  understand  how  they  are  going  to  get  increases  in  wages  and 
how  you  can  predict  in  your  book  that  Mexican  wages  are  going  to 
double,  given  these  kinds  of  things. 

Mr.  Schott.  The  real  wage  increase  that  we  project  in  our  study 
resulted  from  the  appreciation  of  the  peso. 

Mr.  Peterson.  So  there  is  no  wage  increase  other  than  from 
that? 

Mr.  Schott.  That  is  what  we  saw  was  a  major  factor.  One  would 
have  to  go  much  deeper  into  each  sector.  There  has  been  an  at- 
tempt to  hold  down  wage  increases  as  part  of  the  antiinflation 
strategy  of  the  Mexican  Government. 

Now,  as  to  particular  wage  negotiations,  I  am  not  an  expert  on 
that.  But  certainly  if  there  was  any  allegation  of  impropriety,  I 
think  that  would  be  an  issue  that  these  new  trinational  commis- 
sions could  focus  on  and  provide  objective  analysis. 

Mr.  Peterson.  It  is  hard  for  me  to  understand,  given  what  we 
have  experienced  and  what  we  have  seen  so  far,  just  where  this 
wealth  is  going  to  come  from,  how  you  expect  that  these  people  are 
going  to  get  any  kind  of  increases  so  they  can  develop  a  standard 
of  living  so  we  can  sell  things  to  them.  It  is  just  kind  of  beyond 
me. 

I  have  been  to  Mexico.  I  am  not  an  expert,  but  it  looks  to  me  like 
it  costs  them  as  much  to  live  in  Mexico  as  it  does  across  the  border, 
in  food,  for  example. 

Given  this  situation,  I  cannot  imagine  any  other  scenario  but 
these  people  coming  across,  if  they  can  possibly  do  it,  because  the 
wages  are  so  much  higher. 

I  have  one  further  thing  I  wanted  to  ask  you  about.  You  said  in 
agriculture  that  this  agreement  should  not  impose  any  problems 
that  don't  already  exist. 

Mr.  Schott.  I  said  there  was  a  notable  exception  of  agriculture. 

Mr.  Peterson.  I  thought  you  said  "in  agriculture." 

Mr.  Schott.  No.  Let  me  be  clear. 
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In  most  areas  the  United  States  has  very  low  barriers,  either  be- 
cause our  barriers  are  low  for  all  countries  or  because  we  give  Mex- 
ico special  preferences  under  GSP  and  under  the  9802  in-bond  duty 
draw  back  program  or  because  we  expanded  their  quotas. 

We  still  maintain,  at  certain  times  of  the  year,  high  protection 
in  agriculture,  protecting  various  products  including  fruits  and 
vegetables.  That  sector  will  undergo  liberalization.  Many  of  those 
U.S.  barriers  will  be  removed  over  a  15-year  period.  So  there  will 
be  a  substantial  adjustment  burden  placed  on  those  sectors  of  the 
U.S.  agricultural  economy. 

Mexico  has  also  taken  its  most  sensitive  agricultural  production 
and  exposed  it  to  liberalization  over  a  15-year  period. 

I  except  agriculture  from  the  statement  that  there  was  not  going 
to  be  very  significant  changes  in  existing  U.S.  practices.  If  the 
NAFTA  schedule  is  implemented  as  written,  it  will  cause  some 
changes,  as  Mrs.  Thurman  mentioned  in  the  beginning  of  this  ses- 
sion, in  certain  sectors  of  the  U.S.  agricultural  economy. 

Mr.  Peterson.  I  misunderstood  you  then. 

Ms.  Thurman.  Let  me  also  be  very  clear  that  in  that  agreement, 
while  there  are  some  commodities  in  Florida  such  as  citrus,  there 
is  a  15-year  period  of  time.  However,  when  you  get  to  vegetables, 
it  is  only  a  5-  or  6-year  period  of  time.  It  is  not  the  full  15  years. 

Mr.  Schott.  That  is  correct.  The  longest  adjustment  period  is  15 
years.  Some  products  are  subject  to  liberalization  much  more 
quickly. 

Mr.  PETERSON.  We  want  to  thank  you,  Mr.  Schott,  for  being  with 
us.  I  appreciate  your  testimony  and  your  time  in  answering  ques- 
tions. 

Mr.  Schott.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Peterson.  I  would  like  to  call  the  panel  of  John  C. 
Reichenbach,  director  of  industry  and  business  analysis,  PPG  In- 
dustries; Otto  Kuczyinski,  president,  Fairfield  Textile  Corp.;  Joe 
Wells  III,  CEO,  Homer  Laughlin  China  Co.,  Newell;  and  Mary 
Lefils,  Florida  Farm  Bureau. 

We  appreciate  your  being  so  patient  and  being  with  us  today.  Mr. 
Reichenbach,  do  you  want  to  start  off?  We  have  to  swear  you  in. 
Because  this  is  an  investigative  committee,  we  swear  in  all  wit- 
nesses so  we  don't  prejudice  anybody. 

[Witnesses  sworn.] 

Mr.  Peterson.  Your  testimony  will  be  made  a  part  of  the  record. 
Feel  free  to  summarize  if  you  wish.  We  appreciate  your  being  with 
us. 

STATEMENT  OF  JOHN  C.  REICHENBACH,  DIRECTOR  OF  INDUS- 
TRY AND  BUSINESS  ANALYSIS,  PPG  INDUSTRffiS,  PITTS- 
BURGH, PA 

Mr.  Reichenbach.  Good  morning.  I  am  John  Reichenbach,  direc- 
tor of  industry  and  business  analysis  in  the  glass  group  at  PPG  In- 
dustries. I  am  pleased  to  have  this  opportunity  to  appear  before 
you  today  on  behalf  of  three  producers  of  flat  glass  and  fabricated 
automotive  safety  glass:  My  company,  PPG  Industries,  as  well  as 
Guardian  Industries  Corp.  and  AFG  Industries,  Inc.  We  are  all 
very  concerned  about  the  future  of  the  U.S.  industry  and  its  work- 
ers under  the  NAFTA.  We  face  an  enormous  disparity  between  the 
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United  States  and  Mexican  tariff  rates  on  flat  glass  and  fabricated 
automotive  safety  glass,  and  between  the  United  States  and  Mexi- 
can NAFTA  phaseout  periods  for  tariffs  on  those  products. 

Currently,  American  flat  glass  products  are  effectively  barred 
from  Mexico  by  a  prohibitive  20  percent  tariff.  Meanwhile,  the 
thriving  Mexican  flat  glass  industry,  which  is  dominated  by  one  of 
Mexico's  premier  industrial  conglomerates,  Vitro,  enjoys  broad, 
duty-free  access  to  the  U.S.  market.  The  Mexican  flat  glass  monop- 
oly nas  taken  full  advantage  of  this  disparity  in  tariff  treatment  by 
rapidly  expanding  its  production  just  south  of  the  border  and  ac- 
quiring extensive  distribution  outlets  throughout  the  United 
States. 

Vitro,  which  appears  to  be  the  world's  most  profitable  flat  glass 
company,  according  to  published  annual  reports,  is  using  monopoly 
profits  earned  in  its  protected  and  growing  home  market  to  acquire 
significant  market  share  in  the  United  States. 

NAFTA  was  supposed  to  resolve  this  discrepancy  in  tariff  treat- 
ment, but  the  final  text  leaves  the  Mexican  tariff  in  place.  In  a  sur- 
prising concession,  the  Mexican  glass  industry  was  allowed  to  keep 
its  high  20  percent  tariff  on  U.S.  flat  glass,  winning  a  gradual  10- 
year  phaseout  of  the  levy,  while  99  percent  of  the  U.S.  imports  will 
be  duty  free  immediately  upon  implementation  of  the  agreement. 

Fortunately,  this  disparity  can  be  resolved  without  reopening  the 
existing  NAFTA  text.  We  appear  at  these  hearings  and  appeal  to 
this  subcommittee  as  well  as  to  the  President  to  cause  the  side 
agreement  negotiations  planned  by  the  President  to  provide  a 
preratification  solution  of  the  issue. 

Indeed,  NAFTA,  as  presently  written,  provides  that  if  both  par- 
ties agree,  the  rate  at  which  tariffs  are  reduced  and  eliminated  can 
be  accelerated.  The  side  agreement  path  is  certainly  a  reasonable 
means  for  obtaining  acceleration  of  tariff  elimination  on  flat  glass 
and  fabricated  automotive  safety  glass  in  Mexico. 

I  would  like  now  to  make  clear  why  the  elimination  of  this  lop- 
sided tariff  treatment  is  so  important.  The  competing  industry  in 
Mexico  has  neither  the  need  or  a  reasonable  right  to  a  protected 
market  while  it  enjoys  free  access  to  the  U.S.  market.  The  Mexican 
producer,  Vitro  is  a  highly  profitable  monopoly  using  state-of-the- 
art  technologies.  It  has  annual  sales  over  $3  billion,  net  income 
over  $200  million,  and  assets  of  about  $4.5  billion. 

Vitro  was  founded  in  1909  and  has  evolved  into  one  of  the 
world's  largest  glass  corporations,  including  more  than  80  individ- 
ual enterprises.  Its  float  glass  operations  are  partly  owned  by  and 
share  advanced  technologies  with  one  of  the  world's  leading  flat 
glass  producers,  Pilkington  Brothers,  Limited,  a  United  Kingdom 
company  with  about  $5  billion  dollars  in  annual  sales. 

Vitro's  automotive  glass  companies,  like  its  flat  glass  companies, 
are  state  of  the  art,  world-class  competitors.  Vitro  also  enjoys  a 
number  of  important  cost  advantages  compared  with  U.S.  produc- 
ers. It  has  a  staggering  competitive  advantage  in  labor  costs. 

At  this  point,  if  I  may,  Mr.  Chairman,  I  would  like  to  digress 
briefly  from  my  prepared  statement  to  point  out  that  our  informa- 
tion confirms  the  fact  that  at  Vitro,  average  base  wages  are  $1  an 
hour.  Their  loaded  base  rate,  which  would  include  the  cost  of  all 
of  their  benefits,  is  $2.17  an  hour.  That  compares  with  an  average 
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loaded  wage  rate  in  the  U.S.  flat  glass  industry  of  $20  an  hour  or, 
in  other  words,  10  times  the  wage  rate  in  Mexico.  The  U.S.  Inter- 
national Trade  Commission  has  found  that  Vitro  also  has  advan- 
tages with  respect  to  fuel  costs  and  raw  materials. 

Mexico  is  a  growth  market  for  flat  and  auto  glass  as  a  result  of 
improvements  in  the  economy  of  Mexico,  increased  construction 
there,  and  the  establishment  of  automobile  and  truck  production 
facilities  by  a  number  of  United  States  and  foreign  firms. 

The  Mexican  GDP  is  forecast  to  grow  steadily  during  the  next 
few  years.  But  that  market  remains  closed  to  us.  Yet  Vitro's  mo- 
nopoly in  the  lucrative  Mexican  market  permits  it  to  use  profits  to 
further  expand  its  capacity,  aggressively  acquire  U.S.  firms  and 
U.S.  market  share,  and  expancT its  already  highly  developed  dis- 
tribution infrastructure  in  the  United  States. 

Vitro  recently  paid  $88  million  for  ACI  America,  Inc.,  imme- 
diately gaining  more  than  120  outlets  for  flat  glass  and  automotive 
glass  distribution  in  the  western  and  southern  regions  of  the  Unit- 
ed States. 

Vitro  has  also  increased  its  capacity  to  supply  its  U.S.  distribu- 
tion network.  It  recently  built  a  second  plant  in  Monterrey  near  the 
U.S.  border. 

Vitro's  flat  glass  production  capacity  has  increased  from  265,000 
tons  annually  in  1991  to  600,000  tons  annually  this  year.  And  Vitro 
has  plans  to  build  a  third  plant  in  Monterrey  by  1995. 

I  might  point  out  that  current  flat  glass  capacity  in  Mexico  is  at 
least  a  third  more  than  their  domestic  requirements.  In  the  case 
of  auto  glass,  they  have  the  capability  of  producing  over  3  million 
windshields  a  year.  They  only  build  1  million  cars  a  year  in  Mexico 
right  now.  The  expansion  of  the  capacity  that  they  have  put  in 
place  is  140  miles  from  the  U.S.  border,  whereas  the  principal  mar- 
kets for  flat  glass  in  Mexico  itself  are  a  thousand  miles  to  the 
south.  So  it  would  appear  that  their  intentions  are  very  clear.  At 
the  same  time  that  the  Mexican  market  is  expanding,  demand  for 
flat  glass  in  the  United  States  has  declined  due  to  the  correlation 
of  the  flat  glass  industry  with  the  construction  and  automotive  sec- 
tors. There  is  weak  demand  in  the  principal  flat  glass  markets  in 
the  United  States  and  excess  capacity  is  likely  to  remain  until  the 
end  of  the  decade. 

Here  I  might  digress  briefly  again  to  point  out  that  there  are  five 
flat  glass  plants  in  the  United  States  that  are  presently  closed  due 
to  lack  of  demand  and  increases  in  imports.  They  include  three 
PPG  facilities:  One  at  Mt.  Zion,  IL;  one  at  Chehalis,  WA,  and  one 
in  Crystal  City,  MO,  and  one  facility  of  the  Ford  Motor  Co.'s  glass 
division  in  Nashville,  TN,  and  one  of  AFG  Industries'  facilities  at 
Cinnaminson,  NJ.  These  facilities  alone,  at  the  time  they  were  op- 
erating, employed  in  excess  of  1,300  people. 

There  is  vigorous  competition  in  the  U.S.  flat  glass  market  with 
price  differences  as  small  as  1  percent  often  determining  purchas- 
ing decisions.  Already  the  economic  slump  in  the  U.S.  construction 
and  automotive  sectors  has  caused  depressed  prices  and  the  shut- 
down, as  I  mentioned  before,  of  five  glass  plants  in  the  United 
States.  Float  glass  prices  have  fallen  by  25  percent  in  the  past  2 
years.  Employment  in  the  U.S.  industry  has  already  dropped  11 
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percent  during  the  1987  to  1991  period  among  primary  glass  manu- 
facturers. 

The  U.S.  flat  glass  industry  has  concluded  that  it  would  be  worse 
off  if  NAFTA  is  implemented  in  its  current  form  for  two  reasons. 
First,  the  tariff  cost  discrepancy  will  actually  increase  from  15  per- 
cent, based  on  the  average  Mexican  tariff  of  20  percent  and  the  av- 
erage U.S.  tariff  of  5  percent,  to  18  and  16  percent  respectively  in 
the  first  2  years  that  the  agreement  is  implemented.  This  will  hap- 
pen because  when  Mexico's  tariff  drops  to  18  percent,  the  U.S.  tar- 
iff will  go  to  zero,  and  then  the  Mexican  tariff  in  the  second  year 
drops  to  16  and  the  United  States  is  still  zero. 

Second,  with  NAFTA  we  lose  our  right  to  petition  the  U.S.  Trade 
Representative  to  revoke  the  Mexican  flat  glass  industry's  tariff 
preference  for  automotive  glass  and  certain  categories  of  float  glass 
under  the  generalized  system  of  preferences. 

If  the  agreement  is  approved  as  currently  written,  we  estimate 
very  conservatively  that  6,000  high  paving  American  flat  glass  jobs 
can  be  needlessly  lost  before  the  end  of  the  decade. 

And  I  digress  briefly  here  again  to  point  out  that  the  range  of 
loaded  wage  rates  per  hour  for  production  and  maintenance  work- 
ers in  U.S.  flat  glass  plants  is  between  $15  and  $30  per  hour.  Man- 
agers in  those  plants — that  is  to  say  key  supervisory  employees — 
average  $60,000  per  year  in  income. 

So  these  are  definitely  high  paying  jobs,  the  type  we  have  been 
led  to  understand  the  administration  would  like  to  preserve  in  the 
United  States  and  not  lose.  These  jobs  will  be  lost  not  because  we 
are  uncompetitive  but  because  NAFTA,  in  its  current  form,  would 
render  us  defenseless  against  the  loss  of  market  share  to  a  Mexican 
competitor  that  will  continue  to  enjoy  monopoly  profits  in  its  pro- 
tected home  market  until  the  year  2004.  By  then,  thousands  of 
U.S.  workers  in  the  glass  industry  and  other  related  sectors  will  be 
permanently  displaced,  and  the  U.S.  deficit  in  flat  glass  will  in- 
crease as  the  global  competitiveness  of  U.S.  manufacturers  is  di- 
minished. 

And  here  I  might  point  out  that,  once  again,  we  estimate  con- 
servatively that  the  U.S.  deficit,  trade  deficit  in  flat  and  automotive 
glass  by  the  end  of  this  decade  will  exceed  $300  million  per  year. 

In  summary,  Vitro  is  as  technologically  advanced,  competitive, 
and  world  class  as  any  of  the  leading  flat  glass  producers  in  the 
world.  Its  production  lies  only  140  miles  from  the  U.S.  border,  pro- 
viding it  the  same  or  better  access  to  major  U.S.  markets  in  the 
south,  southwest,  and  western  parts  of  the  country  as  U.S.  produc- 
ers have.  It  enjoys  considerable  cost  advantages,  is  expanding  its 
production  capacity  geometrically,  has  a  near  monopoly  in  its  own 
expanding  economy  and  has  significantly  enhanced  its  distribution 
infrastructure  in  the  United  States. 

Fortunately,  this  issue  can  be  resolved  without  major  renegoti- 
ation or  reopening  of  the  existing  NAFTA  text.  The  U.S.  flat  glass 
industry  urges  Congress  and  the  administration  to  require  an  ac- 
celeration agreement  on  Mexican  flat  glass  and  automotive  glass 
tariffs  as  a  condition  of  ratification. 

Negotiation  of  accelerated  elimination  of  Mexican  tariffs  cannot 
be  deferred  until  after  ratification  when  this  country  will  have  lit- 
tle or  no  leverage  to  enforce  a  level  playing  field.  The  administra- 
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tion  should,  at  once,  pursue  this  option  making  it  clear  that  the 
United  States  will  not  tolerate  Mexican  protectionism  and  denial  of 
access  to  Mexico's  markets,  while  its  highly  competitive  flat  glass 
industry  enjoys  free  access  to  ours. 

We  ask  only  for  fair  competition  and  equal  market  access. 

Thank  you  very  much  for  your  attention. 

Mr.  Peterson.  Thank  you  for  being  with  us  in  that  statement. 
We  are  going  to  go  through  all  the  testimony,  then  we  will  ask 
questions. 

[The  prepared  statement  of  Mr.  Reichenbach  follows:] 
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SUMMARY  FOR  ORAL  PRESENTATION 

Before 
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U.S.  House  of  Representatives 

Hearing  on  the  North  American  Free  Trade  Agreement 


TESTIMONY  OF  JOHN  C.  REICHENBACH,  JR. 

DIRECTOR,  INDUSTRY  &  BUSINESS  ANALYSIS,  GLASS  GROUP 

PPG  INDUSTRIES,  INC. 

On  Behalf  of 

PPG  INDUSTRIES,  INC., 

GUARDIAN  INDUSTRIES  CORP., 

AND  AFG  INDUSTRIES,  INC. 

Need  for  Inclusion  In  Side-Agreement  Of  Provision 

Accelerating  Mexico 's  Elimination  of  Tariffs 

On  Flat  Glass  and  Fabricated  Automotive  Safety  Glass 

May  27,  1993 


Good  morning  Mr.  Chairman,  members  of  the  subcommittee.  I  am  John  Reichenbach, 
Director  of  Industry  and  Business  Analysis  in  the  Glass  Group  at  PPG  Industries,  Inc.  I  am 
pleased  to  have  this  opportunity  to  appear  before  you  today  on  behalf  of  three  producers  of  flat 
glass  and  fabricated  automotive  safety  glass:  my  company,  PPG  Industries,  Inc.,  as  well  as 
Guardian  Industries  Corp. ,  and  AFG  Industries,  Inc.  We  are  all  very  concerned  about  the  future 
of  the  U.S.  industry  and  its  workers  under  the  NAFTA.  We  face  an  enormous  disparity 
between  the  United  States  and  Mexican  tariff  rates  on  flat  glass  and  fabricated  automotive  safety 
glass,  and  between  the  U.S.  and  Mexican  NAFTA  phase-out  periods  for  tariffs  on  those 
products. 
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Currently,  American  flat  glass  products  are  effectively  barred  from  Mexico  by  a 
prohibitive  20  percent  tariff.  Meanwhile,  the  thriving  Mexican  flat  glass  industry,  which  is 
dominated  by  one  of  Mexico's  premier  industrial  conglomerates,  Vitro,  enjoys  broad  duty  free 
access  to  the  U.S.  market.  The  Mexican  flat  glass  monopoly  has  taken  full  advantage  of  this 
disparity  in  tariff  treatment  by  rapidly  expanding  its  production  just  south  of  the  border  and 
acquiring  extensive  distribution  outlets  throughout  the  United  States.  Vitro,  which  appears  to 
be  the  world's  most  profitable  flat  glass  company  according  to  published  annual  reports,  is  using 
monopoly  profits  earned  in  its  protected,  and  growing,  home  market  to  acquire  significant 
market  share  in  the  U.S. 

NAFTA  was  supposed  to  resolve  this  discrepancy  in  tariff  treatment,  but  the  final  text 
leaves  the  Mexican  tariff  in  place.    In  a  surprising  concession,  the  Mexican  glass  industry 
was  allowed  to  keep  its  high  20  percent  tariff  on  U.S.  flat  glass,  winning  a  gradual  ten-year 
phase  out  of  the  levy,  while  99%  of  U.S.  imports  will  be  duty  free  immediately  upon 
implementation  of  the  agreement. 

Fortunately,    this  disparity  can  be  resolved  without  re-opening  the  existing  NAFTA 
text.   We  appear  at  these  hearings,  and  appeal  to  this  Subcommittee  as  well  as  to  the 
President,  to  cause  the  side  agreement  negotiations  planned  by  the  President  to  provide  a 
pre-ratification  solution  of  the  issue.    Indeed,  the  NAFTA  as  presently  written  provides  that, 
if  both  parties  agree,  the  rate  at  which  tariffs  are  reduced  and  eliminated  can  be  accelerated. 
The  side  agreement  path  is  certainly  a  reasonable  means  for  obtaining  acceleration  of  tariff 
elimination  on  flat  glass  and  fabricated  automotive  safety  glass  in  Mexico. 
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I  would   like  now  to  make  clear  why  the  elimination  of  the  lopsided  tariff 
treatment  is  so  important. 

The  competing  industry  in  Mexico  has  neither  a  need  nor  a  reasonable  right  to  a 
protected  market  while  it  enjoys  free  access  to  the  U.S.  market.   The  Mexican  producer, 
Vitro,  is  a  highly-profitable  monopoly  using  state-of-the-art  technologies.    It  has  annual  sales 
over  $3  billion,  net  income  over  $200  million,  and  assets  of  about  $4-1/2  billion.    Vitro  was 
founded  in  1909  and  has  evolved  into  one  of  the  world's  largest  glass  corporations, 
including  more  than  80  individual  enterprises.    Its  float  glass  operations  are  partly  owned  by, 
and  share  advanced  technologies  with,  one  of  the  world's  leading  flat  glass  producers, 
Pilkington  Brothers,  Ltd.,  a  U.K.  company   with  about  $5  billion  in  annual  sales.    Vitro's 
automotive  glass  companies,  like  its  flat  glass  companies,  are  state-of-the-art,  world-class 
competitors.    Vitro  also  enjoys  a  number  of  important  cost  advantages  compared  with  U.S. 
producers.    It  has  a  staggering  competitive  advantage  in  labor  costs.   The  U.S.  International 
Trade  Commission  has  found  that  it  also  has  advantages  with  respect  to  fuel  costs  and  raw 
materials. 

Moreover,  Vitro  has  strong  financial  resources  and  a  demonstrated  access  to 
international  capital  markets.    Banks,  including  the  World  Bank,  lend  it  hundreds  of  millions 
of  dollars  and  actually  invest  in  the  company.    Vitro  has  also  been  successful  in  selling 
millions  of  dollars  in  American  depository  receipts  in  U.S.  financial  markets.     Vitro's 
profitability,  ready  access  to  capital,  and  ease  of  cross-border   trade  and  investment  are 
also  demonstrated  by  recent  acquisitions  and  investments  in  venture  arrangements  with  U.S. 
firms:   within  the  past  several  years  it  has  paid  a  billion  dollars  to  acquire  the  Anchor  and 
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Latchford  glass  container  companies,  and  an  additional  130  million  dollars  to  finance  a  joint 
venture  with  Corning  Inc. 

Mexico  is  a  growth  market  for  flat  and  auto  glass  as  a  result  of  improvements  in  the 
economy  of  Mexico,  increased  construction  there,  and  the  establishment  of  automobile  and 
truck  production  facilities  by  a  number  of  U.S.  and  foreign  firms.   The  Mexican  GDP  is 
forecasted  to  grow  steadily  during  the  next  few  years.    But  that  market  remains  closed  to  us. 
Yet  Vitro's  monopoly  in  the  lucrative  Mexican  market  permits  it  to  use  profits  to  further 
expand  its  capacity,  aggressively  acquire  U.S.  firms  and  U.S.  market  share  and  expand  its 
already  highly-developed  distribution  infrastructure  in  the  United  States.    Vitro  recently  paid 
88  million  dollars  for  ACI  America  Inc.,  immediately  gaining  more  than  120  outlets  for  flat 
glass  and  automotive  glass  distribution  in  the  western  and  southern  regions  of  the  United 
States.    Vitro  also  has  plans  to  build  a  huge,  500,000  square-foot  warehouse  in  Laredo, 
Texas  as  part  of  its  U.S.  distribution  network. 

Vitro  has  also  increased   its  capacity  to  supply  its  U.S.  distribution   network. 

It  recently  built  a  second  plant  in  Monterrey,  near  the  U.S.  border.     Vitro's  flat  glass 
production  capacity  has  increased  from  265,000  tons  annually  in  1991  to  600,000  tons  this 
year.    And  Vitro  has  plans  to  build  a  third  plant  in  Monterrey  by  1995. 

Vitro's  geometric  expansion  of  its  production  capacity  near  the  U.S.  border,  together 
with  its  acquisition  of  tremendous  warehouse  and  distribution  facilities  in  the  United  States, 
signal  loud  and  clear  Vitro's  intention  to  multiply  its  export  to  the  United  States  while  we  are 
closed  out  of  its  domestic  market. 

At  the  same  time  that  the  Mexican  market  is  expanding,  demand  for  flat  glass  in  the 
United  States  has  declined  due  to  the  correlation  of  the  flat  glass  industry  with  the 
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construction  and  automotive  sectors.    There  is  weak  demand  in  the  principal  flat  glass 
markets  and  excess  capacity  is  likely  to  remain  until  the  end  of  the  decade. 

There  is  vigorous  competition  in  the  U.S.  flat  glass  market,  with  price  differences  as 
small  as  one  percent  often  determining  purchasing  decisions.    Already  the  economic  slump 
in  the  U.S.  construction  and  automotive  sectors  has  caused  depressed  prices  and  the 
shutdown  of  glass  plants  in  the  United  States.    Float  glass  prices  have  fallen  by  25%  in  the 
past  two  years.    Employment  in  the  U.S.  industry  has  already  dropped  1 1  percent  during  the 
1987-1991  period. 

The  U.S.  flat  glass  industry  has  concluded  that  it  would  be  worse  off  if  NAFTA  is 
implemented  in  its  current  form,  since  at  least  without  NAFTA  it  could  petition  USTR  to 
revoke  the  Mexican  flat  glass  industry's  tariff  preference  under  the  Generalized  System  of 
Preferences.    If  the  agreement  is  approved  as  currently  written,  however,  an  estimated  6,000 
high  paying  American  flat  glass  jobs  could  be  needlessly  lost  before  the  end  of  the  decade. 
This  will  happen  not  because  the  U.S.  manufacturers  are  uncompetitive,  but  because  NAFTA 
in  its  current  form  would  render  them  defenseless  against  the  loss  of  market  share  to  a 
Mexican  competitor  that  will  continue  to  enjoy  monopoly  profits  in  its  protected  home 
market  until  the  year  2004.    By  then,  thousands  of  U.S.  workers  in  the  glass  industry  and 
other  related  sectors  will  be  permanently  displaced  and  the  U.S.  deficit  in  flat  glass  will 
increase  as  the  global  competitiveness  of  U.S.  manufacturers  is  diminished. 

In  summary,  Vitro  is  as  technologically  advanced,  competitive,  and  world-class  as 
any  of  the  leading  flat  glass  producers  in  the  world.    Its  production  lies  only  140  miles  from 
the  U.S.  border,  providing  it  the  same  or  better  access  to  major  U.S.  markets  as  U.S. 
producers.     It  enjoys  considerable  cost  advantages,  is  expanding   its   production   capacity 
geometrically,  has  a  near  monopoly  in  its  own  expanding  economy,  and  has  significantly 
enhanced   its  distribution  infrastructure  in  the  United  States.     Vitro  enjoys  immediate  access 
to  the  U.S.    market  at  the  same  time  that  competition  in  Mexico  is  restricted  by  the  20% 
tariff  rate,  which  is  phased-out  in  most  cases  over  a  lengthy  ten-year  period. 
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Fortunately,  this  issue  can  be  resolved  without  major  renegotiation  or  re-opening  of 
the  existing  NAFTA  text.   The  U.S.  flat  glass  industry  urges  Congress  and  the 
Administration  to  require  an  acceleration  agreement  on  Mexican  flat  glass  and  automotive 
glass  tariffs  as  a  condition  of  ratification.    Negotiation  of  accelerated  elimination  of  Mexican 
tariffs  cannot  be  deferred  until  after  ratification  when  this  country  will  have  little  or  no 
leverage  to  enforce  a  level  playing  field.     The  Administration  should  at  once  pursue  this 
option,  making  it  clear  that  the  U.S.  will  not  tolerate  Mexican  protectionism  and  denial  of 
access  to  Mexico's  markets,  while  its  highly  competitive  flat  glass  industry  enjoys  free  access 
to  ours.   We  ask  only  for  fair  competition  and  equal  market  access. 

Thank  you  for  your  attention. 
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Mr.  Peterson.  Next  we  will  have  Otto  Kuczyinski,  Fairfield  Tex- 
tile Corp. 

STATEMENT  OF  OTTO  KUCZYINSKI,  PRESIDENT,  FAIRFIELD 
TEXTILE  CORP.,  FAHIFIELD,  NJ 

Mr.  Kuczyinski.  Mr.  Chairman,  members  of  the  committee, 
thank  you  for  having  me  here.  My  name  is  Otto  Kuczyinski.  My 
company  was  started  in  1976  as  Fairfield  Textiles.  We  knit,  die, 
and  finish  fabrics  for  the  women's  apparel  trade. 

The  apparel  and  textile  industries  are  made  up  of  thousands  of 
mostly  small-  and  medium-sized  companies  with  a  national  employ- 
ment of  approximately  1  million.  Many  of  these  firms,  including 
mine,  Fairfield  Textiles,  will  be  vulnerable  to  job  loss  in  the  event 
that  NAFTA  is  passed. 

For  textile  manufacturers  in  New  Jersey,  NAFTA  can  only  aggra- 
vate conditions  in  an  already  seriously  impacted  industry.  The  em- 
ployment statistics  tell  the  story.  In  1973,  according  to  the  New 
Jersey  Department  of  Labor,  employment  in  the  textile  industry  to- 
taled 31,300.  The  decline  has  been  fairly  steady  ever  since  with 
15,400  employed  in  1980,  12,000  in  1990,  and  11,600  in  1992. 

Although  local  figures  were  unavailable  to  me,  New  Jersey's  tex- 
tile apparel  industry  unemployment  rate  probably  closely  follows 
the  national  average  for  the  textile  apparel  industry  unemployment 
of  9.7  in  April  1993. 

This  is  clearly  a  contributing  factor  to  our  State's  current  overall 
high  unemployment  rate  of  9. 1  percent.  NAFTA  will  be  detrimental 
to  my  company  and  to  the  local  economy  in  a  number  of  ways. 
First,  we  will  be  forced  out  of  business  as  more  and  more  manufac- 
turers relocated  to  Mexico,  thereby  drying  up  any  source  of  local 
and  domestic  customers. 

Second,  we  may  also  be  forced  out  of  business  as  more  and  more 
local  textile  buyers  look  to  lower  cost  Mexico  production  to  meet 
their  needs.  Even  if  I  am  able  to  remain  in  business,  it  may  be  at 
the  cost  of  some  of  my  employees'  jobs  and  future  earnings  as  I  will 
have  to  do  everything  I  can  to  cut  costs  to  remain  competitive  with 
low-wage  Mexican  textile  firms. 

I  employ  450  people  in  northern  New  Jersey.  The  great  majority 
of  my  workers  are  Mexican-American  and  other  immigrants.  It  is 
ironic  that  if  NAFTA  is  passed,  the  jobs  of  Mexican-American 
workers  earning  a  living  wage  will  be  replaced  by  the  Mexicans 
earning  subsistence  wages  in  Mexico.  It  will  allow  unlimited  mer- 
chandise flowing  from  south  to  north. 

American  manufactured  consumer  goods  are  too  expensive  for 
Mexicans  with  slave  labor  wages. 

NAFTA  is  a  bad  deal  for  my  company  and  other  domestic  small- 
and  medium-sized  businesses  like  it. 

Thank  you. 

Mr.  Peterson.  Thank  you,  we  appreciate  very  much  your  testi- 
mony and  being  with  the  subcommittee. 

[The  prepared  statement  of  Mr.  Kuczyinski  follows:] 
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FAMPIELO,  NEW  JERSEY  07OO4 


May  25,  1993 


Congress  of  the  United  States 
House  of  Representatives 
Committee  on  Goverment  Operations 
2157  Rayburn  House  office  Building 
Washington,  D.C.  20515-6143 
Fax*  202-225-6751 

ATTN:  Collin  C.  Peterson  -  Chairman,  June  Saxton,  Subcommitte  Clerk 
Dear  Mr.  Peterson, 

My  name  is  otto  Kuczynski.  My  company  was  started  in 
1970  as  Ottex  Inc.  and  continued  in  1976  as  Fairfield  Textiles. 
We  knit,  dye  and  finish  fabrics  for  the  women's  apparel  trade. 

The  apparel  and  textile  industries  are  made  up  of  thousands 
Of  mostly  small  and  medium  sized  companies  with  a  national 
employment  of  approximately  1,000,000.  Many  of  these  firms, 
including  mine,  Fairfield  Textiles,  will  be  vulnerable  to  Job 
loss  in  the  eventthat  NAFTA  is  passed. 

For  textile  manufactures  in  New  Jersey,  NAFTA  can  only 
aggravate  conditions  in  an  already  seriously  impacted  industry. 
The  employment  statistics  tell  the  story.  In  1973,  according  to 
the  New  Jersey  Department  of  Labor,  employment  in  the  textile 
industry  totaled  31,300.   The  decline  has  been  fairly  steady 
ever  since  with  15,400  employed  in  1980,  12,000  in  1990  and 
11,600  in  1992.   Although  local  figures  were  unavailable  to  me, 
New  Jersey's  textile/apparel  industry  unemployment  rate 
probably  closely  follows  the  national  average  for  textile/apparel 
industry  unemployment  of  9.7X  in  April  1993.   This  is  clearly  a 

contributing  factor  to  our  state's  current  overall  high 
unemployment  rate  of  9.K, 

NAFTA  will  be  detrimental  to  my  company  and  the  local  economy 
in  a  number  of  ways.   First,  I  may  be  forced  out  of  business  as 
more  and  more  apparel  manufacturing  is  relocated  to  Mexico,  thereby 
drying  up  my  source  of  local  and  domestic  customers.   Secondly,  I 
may  also  be  forced  out  of  business  as  more  and  more  local  textile 
buyers  look  toward  lower  cost  Mexican  production  to  meet  their 
needs.   Even  if  I  am  able  to  remain  in  business,  it  may  be  at  the 
cost  of  some  of  my  employee's  Jobs  and  future  earnings  as  I  will 
have  to  do  everything  I  can  to  cut  costs  to  remain  competitive 
with  low  wage  Mexican  textile  firms. 
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I  employ  430  people  In  Northern  New  Jersey.   The  great 
majority  of  my  workers  are  Mexican-American  and  other 
immigrants.  It  is  ironic  that  if  NAFTA  is  passed  the  Jobs  of 
Mexican  American  workers  earning  a  living  wage  will  be  replaced 
by  their  Mexican  relatives  barely  earning  subsistence  wages 
in  Mexico. 

NAFTA  will  allow  unlimited  merchandize  flowing  from  South 
to  North.  American  manufactured  consumer  goods  are  to  expensive 
for  Mexicans  with  slave  labor  wages. 

NAFTA  is  a  bad  deal  for  my  company  and  other  domestic 
small  and  medium  sized  businesses  like  it. 


Sincerely, 


J^^- 


Otto  Kuczynskl 
President 
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Mr.  Peterson.  Next  we  have  Mr.  Joe  Wells,  from  Homer 
Laughlin  Co. 

STATEMENT  OF  JOE  WELLS  m,  PRESIDENT,  HOMER 
LAUGHLIN  CHINA  CO. 

Mr.  Wells.  Thank  you  Mr.  Chairman,  members  of  the  sub- 
committee. 

My  name  is  Joe  Wells,  and  I  am  the  executive  vice  president  and 
CEO  of  the  Homer  Laughlin  China  Co.  Homer  Laughlin  is  a  mid- 
sized company  located  in  Newell,  WV,  that  manufactures  china- 
ware  for  both  the  commercial  restaurant  and  retail  markets.  The 
company  was  founded  in  1871.  My  family  purchased  it  in  1897.  I 
am  the  fourth  generation  of  my  family  to  head  the  company. 

Newell  has  a  population  of  approximately  1,600  people,  and 
Homer  Laughlin  draws  its  900  employees  from  the  community  and 
the  surrounding  area  which  has  a  population  of  approximately 
30,000.  By  any  measure,  my  company  is  crucial  to  the  economy  of 
Newell  and  the  surrounding  area. 

I  am  here  today  to  tell  you  that  Homer  Laughlin  will  not  relocate 
to  Mexico  after  NAFTA  is  implemented.  Even  though  the  china- 
ware  industry  is  a  labor-intensive  industry  and  even  though  some 
of  my  U.S.  competitors  have  moved  their  manufacturing  facilities 
to  Mexico,  I  am  absolutely  convinced  that  keeping  Homer  Laughlin 
in  Newell  is  the  right  thing  to  do.  It  is  the  right  thing  to  do  for 
economic  reasons,  and  it  is  the  right  thing  to  do  for  reasons  that 
have  little  to  do  with  economics. 

I  believe  that  a  U.S.  company  that  moves  to  Mexico  has  taken 
the  path  of  least  resistance.  It  has  failed  to  exercise  the  ingenuity 
necessary  to  make  its  U.S.  operation  viable.  It  has  taken  the  easy 
way  out. 

Even  for  a  labor-intensive  manufacturing  business  like  mine,  the 
decision  to  move  the  company's  manufacturing  facility  to  Mexico  to 
take  advantage  of  lower  Mexican  wages  may  result  in  false  econo- 
mies. 

To  make  its  U.S.  manufacturing  operation  viable,  a  company 
must  be  prepared  to  invest  in  new  equipment  and  technology  that 
will  enhance  quality,  service,  and  above  all,  efficiency.  In  addition, 
it  must  be  smart  enough  to  develop  a  marketing  strategy  that 
works  in  a  constantly  changing  and  evermore  competitive  market- 
place. I  will  come  back  to  these  two  points  in  a  moment.  But  before 
doing  so,  I  want  to  talk  about  the  false  economies  of  Mexico. 

First,  the  innovations  and  the  investments  necessary  to  make  a 
U.S.-based  manufacturing  operation  viable  in  the  near  term  will 
continue  to  pay  dividends  over  the  long  term.  In  contrast,  the  deci- 
sion to  substitute  lower  Mexican  labor  for  United  States  labor  is  a 
one-time,  short-term  fix  that  will  not  pay  dividends  over  the  long 
haul  and  that  has  a  significant  downside,  the  substitution  of  a  less 
highly  educated  worker  force  for  a  more  highly  educated  one. 

Second,  a  company  that  moves  to  Mexico  leaves  behind  the  high- 
ly advantageous  business  environment  of  the  United  States.  U.S. 
production  workers  are  among  the  most  highly  educated  and  most 
productive  in  the  world,  and  because  they  are  highly  educated  and 
are  capable  of  learning  to  use  new,  sophisticated  technologies  that 
will  make  them  even  more  productive. 
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I  do  not  mean  to  imply  by  this  statement  that  Mexican  workers 
are  not  capable  of  working  well  in  high-tech  industries.  Ford's 
Hermosillo  assembly  plant  is  one  of  the  most  efficient  in  the  world. 
But  the  higher  the  level  of  education  of  a  country's  labor  pool,  the 
easier  and  more  economical  it  is  to  train  workers  to  perform  new, 
highly  skilled  tasks. 

Unlike  Ford  Motor  Co.,  many  smaller  companies  would  be  unable 
to  afford  the  substantial  costs  of  providing  such  training  to  a  work 
force  in  Mexico.  And  even  if  they  were  able  to  afford  it,  such  train- 
ing would  have  lost  much  of  the  savings  realized  by  relocating  to 
a  country  with  lower  wages. 

By  investing  in  efficiency  and  service-enhancing  technologies,  a 
U.S.  manufacturing  company  can  keep  its  base  of  operations  in  the 
United  States  and  still  remain  competitive.  U.S.  manufacturing  fa- 
cilities will  never  have  the  lowest  wage  costs  in  their  respective  in- 
dustry. They  can  always  be  undercut  on  wage  rates  by  some  off- 
shore manufacturer  somewhere,  although  the  producing  country 
with  the  lowest  wages  will  continually  change. 

Hence,  U.S.  manufacturers  will  always  be  at  a  disadvantage  in 
competing  based  on  wage  costs.  They  can,  however,  compete  effec- 
tively in  three  other  ways:  By  enhancing  service,  design,  and  qual- 
ity; by  finding  a  market  niche;  and  by  lower  costs  through  in- 
creased efficiencies  rather  than  through  lower  labor  costs. 

Let  me  give  you  an  example.  In  1992,  Homer  Laughlin  invested 
$12  million,  or  one-third  of  its  gross  revenues  for  that  year,  to  re- 
place its  conventional  kilns  with  fast-fire  kilns.  The  new  kilns  cut 
our  kiln  time  of  chinaware  production  from  72  hours  to  9  hours, 
with  corresponding  savings  in  energy  consumption  and  labor  costs. 
Without  that  investment,  Homer  Laughlin  would  not  have  a  future 
today.  With  that  investment,  Homer  Laughlin  is,  today,  a  vigorous 
competitor  in  its  industry.  U.S.  companies  must  look  beyond  the 
short-term  profits  and  invest  with  medium  and  long  term  as  their 
focus. 

But  what  about  lost  jobs?  Increased  efficiencies  inevitably  mean 
the  elimination  of  some  jobs.  And  the  installation  of  those  kilns  did 
result  in  the  loss  of  jobs  at  Homer  Laughlin.  But  the  jobs  that  are 
lost  when  more  efficient  technologies  are  installed  are  often 
nonvalue-added  jobs.  This  phenomenon  is  always  occurring,  and  it 
will  continue  to  occur  whether  or  not  NAFTA  is  implemented. 

For  example,  an  unskilled  worker  who  takes  truck  loads  of  par- 
tially finished  chinaware  from  one  work  station  to  another  is  per- 
forming a  nonvalue-added  job.  The  task  he  performs  adds  no  value 
to  the  final  product,  and  his  job  can  and  should  be  done  more  effi- 
ciently by  conveyor  belts. 

In  contrast,  if  we  teach  the  same  worker  a  new  set  of  skills  and 
put  him  to  work  running  our  new  computer  operated,  fast-fired 
kiln,  he  is  performing  a  job  that  adds  substantial  value  to  the  proc- 
ess of  producing  chinaware.  A  key  to  Homer  Laughlin's  surviv- 
ability has  been  the  continued  emphasis  on  maintaining  the  quality 
of  our  company's  work  force. 

In  any  industry  where  jobs  are  lost  following  the  adoption  of  effi- 
ciency enhancing  technologies,  the  loss  of  the  nonvalue-added  jobs 
is  mere  than  offset  by  the  new  value-added  jobs  created  by  the  in- 
crease in   sales  and  market  share  that  come  with  greater  effi- 


93 

ciencies,  superior  designs  and  higher  quality.  At  the  end  of  the  day, 
more  workers  will  have  jobs,  not  fewer. 

But  the  decision  to  stay  in  the  United  States  is  not  just  an  eco- 
nomic decision.  First,  I  believe  American  companies  have  a  respon- 
sibility to  their  communities,  a  responsibility  not  to  abandon  the 
towns  where  they  have  thrived  in  years  past.  As  I  have  said  ear- 
lier, Homer  Laughlin  was  founded  in  1871  and  has  been  in  Newell, 
WV,  since  1907.  If  Homer  Laughlin  were  to  leave  Newell  or  to  close 
down,  there  would  be  no  replacement  jobs  for  most  of  our  laid-off 
workers.  Those  who  did  find  replacement  jobs  would  be  under- 
employed in  menial  jobs.  Our  disappearance  would  devastate  a 
town  in  a  region  of  the  United  States  that  has  seen  too  many  small 
towns  like  Newell  left  destitute  by  the  closing  or  departure  of  their 
only  employer. 

This  area  has  already  been  devastated  by  the  closing  of  numer- 
ous steel  mills  in  the  region.  I  believe  that  Homer  Laughlin  has  an 
obligation  to  the  community  that  has  supported  us  almost  a  cen- 
tury, a  community  where  we  are,  by  far,  the  largest  employer. 

Second,  this  Nation  cannot  afford  to  let  its  manufacturing  base 
emigrate  to  Mexico  and  other  low-wage  countries  because  it  cannot 
sustain  itself  as  purely  service  and  information  economy.  This 
country  became  great  because  we  were  a  manufacturing  country. 
We  made  things.  We  generated  our  wealth.  If  we  become  a  service 
economy,  we  are  not  generating  any  wealth.  And  if  that  happens, 
I  fear  for  the  future  of  my  children. 

As  I  have  said.  Homer  Laughlin  is,  today,  a  vigorous,  healthy 
company  despite  being  in  a  labor-intensive  industry.  For  the  rea- 
sons that  I  have  discussed,  we  are  not  threatened  when  our  U.S. 
competitors  move  to  Mexico  in  search  of  a  lower  wage  because  we 
can  remain  in  the  United  States  and  remain  competitive  by  in- 
creasing productivity,  quality,  and  service  through  investment  and 
ingenuity. 

But  Homer  Laughlin  does  face  serious  threats  to  its  existence. 
The  biggest  threat,  the  threat  that  could  put  it  out  of  business,  is 
the  significantly  lowering  of  tariffs  that  could  result  from  the 
GATT  Uruguay  Round  negotiations. 

But  we  also  face  another  threat.  There  is  a  multitude  of  low-cost 
chinaware  producers  throughout  the  world.  Mexico  borders  the 
largest  chinaware  market  in  the  world:  The  United  States.  While 
I  believe  that  the  United  States  can  compete  with  present  levels  of 
Mexican  commercial  chinaware  production,  I  fear  that  NAFTA  may 
stimulate  new  investment,  particularly  investment  from  the  Pacific 
Rim,  that  will  lead  to  increased  production  and  a  glut  of  the  U.S. 
china  market. 

Such  an  increase  in  production  would  totally  alter  the  economics 
of  the  chinaware  market  and  could  make  survival  impossible,  even 
for  the  best  and  most  efficient  U.S.-based  manufacturers. 

Thank  you. 

Mr.  Peterson.  Thank  you,  Mr.  Wells,  we  appreciate  you  being 
with  us. 

[The  prepared  statement  of  Mr.  Wells  follows:] 
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TESTIMONY  OF  MR.    JOE  WELLS,    III 

PRESIDENT,    HOMER  IAT30HLIN  CHINA  COMPANY 

EMPLOYMENT,    HOUSING  ft  AVIATION  SUBCOMMITTEE 

HOUSE  GOVERNMENT  OPERATIONS   COMMITTEE 

MAY  27,    1903 

SUBJECT:   IMPACT  OF  THE  NAFTA  ON 

FULL-TIME  EMPLOYMENT  IN  THE  UNITED  STATES 

I.    INTRODUCTION 

My  name  Is  Joe  Nells,  III,  and  I  an  the  executive  vice- 
president  and  CEO  of  the  Homer  Laughlin  China  Company.  Homer 
Laughlin  is  a  aid-sized  company  located  in  Newell,  Nest  Virginia 
that  manufactures  chinaware  for  hoth  the  commercial  restaurant 
and  retail  markets.  The  company  was  foundsd  in  1871.  My  family 
purchased  it  in  1887.  I  am  the  fourth  generation  of  my  family  to 
head  the  company. 

Newell  has  a  population  of  approximately  1600,  and 
Honer  Laughlin  draws  its  900  employees  from  the  community  and 
from  the  surrounding  area,  which  has  a  population  of 
approximately  30,000.  By  any  measure,  my  company  is  crucial  to 
the  economy  of  Newell  and  the  surrounding  area. 

I  am  here  today  to  tell  you  that  Homer  Laughlin  will 
not  relocate  to  Mexico  after  NAFTA  is  implemented.  Even  though 
the  chinaware  industry  is  a  labor-intensive  industry  and  even 
though  some  of  my  U.S.  competitors  have  moved  their  manufacturing 
facilities  to  Mexico,  I  am  absolutely  convinced  that  keeping 
Homer  Laughlin  in  Newell  is  the  right  thing  to  do.  It  is  the 
right  thing  to  do  for  economic  reasons  and  it  is  the  right  thing 
to  do  for  reasons  that  have  little  to  do  with  economics.  I 
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believe  that  a  U.S.  company  that  moves  to  Maxico  haa  ahoaan  the 
path  of  laast  resistance.   It  haa  failed  to  exercise  tha 
ingenuity  nacaaaaxy  to  make  ita  U.S.  operation  viable.  It  haa 
taken  tha  aaay  vay  out. 

II.   FALSE  ECONOMIES 

Even  for  a  labor-intensive  manufacturing  business  Ilka 
mine,  tha  decision  to  move  tha  company' a  manufacturing  facility 
to  Mexico  to  take  advantage  of  lover  Mexican  vagea  may  result  in 
false  econoaias. 

To  make  ita  U.S.  manufacturing  operation  viable,  a 
company  must  be  prepared  to  Invest  in  new  equipment  and 
technology  that  will  enhance  quality,  service,  and,  above  all, 
efficiency.  In  addition,  it  must  be  smart  enough  to  develop  a 
marketing  strategy  that  works  in  a  constantly  changing  and  ever 
more  competitive  marketplace.  I  will  come  back  to  these  two 
points  in  a  moment,  but  before  doing  so,  I  vant  to  talk  about  tha 
false  econoalea  of  a  move  to  Mexico. 

First,  the  innovations  and  investment  a  necessary  to 
make  a  U.S. -based  manufacturing  operation  viable  in  the  near  term 
will  continue  to  pay  dividenda  over  the  long  term.  In  contrast, 
the  declaion  to  substitute  lover-cost  Mexican  labor  for  U.S. 
labor  is  a  one-time,  abort -term  fix  that  vill  not  pay  dividenda 
over  the  long  haul  and  that  has  a  significant  downside,  the 
substitution  of  a  less  highly  educated  worker  force  for  more  a 
more  highly  eduoated  one. 
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Second,  a  company  that  moves  to  Mexico  leaves  behind 
the  highly  advantageous  business  environment  of  the  United 
states.  D.6  production  workers  are  among  the  moat  highly 
educated  and  the  most  productive  in  the  world.   And  because  they 
are  highly  educated ,  they  are  capable  of  learning  to  use  new, 
sophisticated  technologies  that  will  sake  than  even  mora 
productive. 

I  do  not  naan  to  imply  by  this  statement  that  Mexican 
workers  are  not  capable  of  working  well  in  high-tech  industries. 
Ford's  Hernosillo  assembly  plant  is  one  of  the  most  efficient  in 
the  world.  But  the  higher  the  level  of  education  of  a  country's 
labor  pool,  the  easier  and  more  economical  it  is  to  train  workers 
to  perform  new,  highly-skilled  tasks.  Unlike  Ford  Motor  Company, 
many  smaller  companies  would  be  unable  to  afford  the  substantial 
costs  of  providing  such  training  to  a  work  force  in  Mexico.  And 
even  if  they  were  able  to  afford  such  training,  they  would  have 
lost  much  of  the  savings  realised  by  relocating  to  a  country  with 
lower  wages. 

III.  INVESTING  IN  EFFICIENCY-  AND  SERVICE-ENHANCING  TECHNOLOGIES 

By  investing  in  efficiency-  and  service-enhancing 
technologies ,   a  U.S.  manufacturing  company  can  keep  its  base  of 
operations  in  the  United  States  and  still  remain  competitive. 

U.S.  manufacturing  facilities  will  never  have  the 
lowest  wage  costs  in  their  respective  industries.  They  can 
always  be  undercut  on  wage  rates  by  some  offshore  manufacturer 
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somewhere,  although  the  producing  country  with  ths  lowest  wagaa 
will  continually  change. 

Hence,  U.S.  manufacturers  will  always  ba  at  a 
diaadvantaga  in  competing  baaed  on  wage  ooata.  Thay  oan, 
however,  conpeta  affectively  in  three  other  vayat  (1)  by 
enhancing  aervice,  design,  and  quality;  (2)  by  finding  a  market 
niche;  and  (3)  by  lowering  coata  through  increased  efficiency 
rather  than  through  lover  labor  costs. 

Let  me  give  you  an  example.   In  1992,  Hoaer-Laughlin 
invested  $12  million,  or  one-third  of  its  gross  revenues  for  that 
year,  to  replace  its  conventional  kilna  with  fast-fired  kilna. 
The  new  kilns  cut  the  kiln  tiae  of  its  chinavare  production  from 
72  to  9  hours,  with  corresponding  savings  in  energy  consumption 
and  labor  costs.  Without  that  investment,  Honer  Laughlin  would 
not  have  a  future  today,  with  that  investment,  Homer  Laughlin  is 
today  a  vigorous  competitor  in  ita  industry.   U.S.  companies  must 
look  beyond  short-term  profits  and  invest  with  the  medium  and 
long  term  as  their  focua. 

But  what  about  lost  jobs?  Increased  efficiency 
inevitably  means  the  elimination  of  some  joba,  and  the 
installation  of  those  kilns  did  result  in  the  loss  of  jobe  at 
Homer  Laughlin.  But  the  joba  that  are  lost  when  mora  efficient 
technologiea  are  installed  are  often  non-value-added  joba.   (This 
phenomenon  ia  alwaya  occurring,  and  it  will  continue  to  occur 
whether  or  not  NAFTA  ia  eventually  implemented.)   For  example,  an 
unskilled  worker  who  takes  truckloada  of  partially  finished  china 
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from  on*  work-atation  to  another  la  performing  a  non-value  added 
job.  Tha  taak  ha  parforna  adds  no  valua  to  the  final  product, 
and  hla  job  can  —  and  should  —  be.  dona  mora  efficiently  by  a 
conveyor  belt.  In  contrast,  If  we  teach  that  sane  worker  a  new 
■at  of  skills  and  put  hla  to  work  running  our  new  eomputer- 
operated  faat-flred  kiln,  he  is  performing  a  job  that  adds 
substantial  valua  to  tha  process  of  producing  chinaware.  a  key 
to  Boner  Laughlin'a  survivability  has  been  the  continued  emphasis 
on  maintaining  the  quality  of  our  company 'a  work  force. 

In  any  industry  where  jobs  are  lost  following  the 
adoption  of  efficiency-enhancing  technologies,  the  loss  of  the 
non-value-added  jobs  ia  more  than  offset  by  the  new  value-added 
jobs  created  by  the  increase  In  sales  and  market  share  that  come 
with  greater  efficiency,  superior  designs,  and  higher  quality. 
At  the  end  of  the  day,  more  workers  will  have  jobs,  not  fewer. 

IV.   RESPONSIBILITY  TO  THE  COMMDNITY  AND  TO  THE  NATIONAL  ECONOMY 

But  the  decision  to  stay  in  the  U.S.  is  not  just  an 
economic  decision.  First,  I  believe  American  companies  have  a 
responsibility  to  their  communities,  a  responsibility  not  to 
abandon  the  towns  where  they  have  thrived  in  years  past.  As  I 
said  earlier,  Homer  Laughlln  was  founded  in  1871,  and  has  been  in 
Newell,  West  Virginia  since  1907.   If  Homer  Laughlln  were  to 
leave  Newell  or  to  cloae  down,  there  would  be  no  replaoement  joba 
at  all  for  most  of  its  laid-off  workers.  Those  who  did  find 
replaoement  joba  would  be  under-employed  in  menial  jobe.  its 
disappearance  would  devastate  a  town  in  a  region  of  the  u.s.  that 
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6 
has  seen  too  many  email  towns  lixe  Newell  loft  destitute  by  the 
closing  or  departure  of  their  only  atnployor.  This  are*  has 
already  boon  devastated  by  the  closing  of  numerous  steel  sills  in 
the  region.   I  believe  that  Homer  Laughlin  has  an  obligation  to 
the  conmunity  that  has  supported  it  almost  a  century,  a  community 
where  it  is  by  far  the  largest  employer. 

Second,  this  nation  oannot  afford  to  let  its 
manufacturing  base  emigrate  to  Mexico  and  other  low-wage 
countries,  because  it  cannot  sustain  itself  as  a  purely  service 
and  information  economy.  This  country  became  great  because  ve 
were  a  manufacturing  country.  We  made  things.  We  generated  our 
wealth.  If  we  become  strictly  a  service  economy,  we  are  not 
generating  any  wealth,  and  if  that  happens,  I  fear  for  my  V.ids' 
future. 

V.    THREATS  TO  HOMER  LAUGHLIN 

x«  I  have  said,  Homer  Laughlin  is  today  a  vigorous, 
healthy  company  despite  being  in  a  labor-intensive  industry.  For 
the  reasons  that  I  have  discussed,  it  is  not  threatened  when  its 
U.S.  competitors  move  to  Mexico  in  search  of  lower  wages,  because 
it  can  remain  in  the  United  states  and  remain  competitive  by 
increasing  productivity,  quality,  and  service  through  investment 
and  ingenuity. 

But  Homer  Laughlin  does  face  serious  threats  to  its 
existence.  The  biggest  threat  —  the  threat  that  could  put  it 
out  of  business  —  is  the  significant  lowering  of  tariffs 
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7 
worldwide  that  could  result  fron  the  OXTT  Uruguay  Round 
negotiations. 

But  ve  also  face  another  threat,  There  Is  a  multitude 
of  low-cost  ohinaware  producers  throughout  the  world.  Kexioo 
borders  the  largest  chinaware  market  in  the  worlds  the  United 
States.  While  I  believe  that  Homer  Laughlin  can  compete  with  the 
present  levels  of  Mexican  commercial  ohinaware  production,  I  fear 
that  nafta  may  stimulate  new  investment,  particularly  investment 
from  the  pacific  Rim,  that  will  lead  to  increased  production  and 
a  glut  of  the  U.S.  chinaware  market.  Such  an  increase  in 
production  would  totally  alter  the  economics  of  the  chinaware 
market  and  could  make  survival  impossible  even  for  the  best  and 
most  efficient  U.S. -based  manufacturers. 
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Mr.  Peterson.  And  last,  Mary  Lefils. 
Did  I  say  it  right  now. 

STATEMENT  OF  MARY  LEFILS,  MEMBER,  FLORIDA  FARM 

BUREAU 

Ms.  Lefils.  Mr.  Chairman  and  members  of  the  committee,  as  a 
member  of  the  Florida  Farm  Bureau  board  of  directors  and  as  a 
woman  involved  in  agriculture,  the  Lefils  family  has  been  involved 
in  agriculture  for  four  generations  within  the  State  of  Florida. 

I  am  a  woman  that  is  a  wife  and  a  mother  of  eight  children.  I 
hope  for  the  future  of  my  children  that  they  may  remain  in  agri- 
culture. I  also  appreciate  the  opportunity  to  present  our  concerns 
of  NAFTA' s  impact  on  jobs  for  Florida  farmers  and  their  employ- 
ees. 

Florida  Farm  Bureau  is  the  general  farm  organization  represent- 
ing over  85,000  member  families  that  represent  over  240  commod- 
ities produced  across  the  State.  Our  organization  has  been  involved 
in  the  process  of  formulating  a  NAFTA  from  the  beginning.  Our 
president,  Carl  B.  Loop,  Jr.,  is  a  member  of  the  Agricultural  Trade 
Advisory  Committee  for  Fruits  and  Vegetables.  We  continue  to  pro- 
vide input  at  every  opportunity. 

Even  though  some  concessions  and  improvements  have  been 
made,  we  have  grave  concerns  about  the  NAFTA  as  we  know  it 
now.  We  do  not  believe  side  or  supplemental  agreements  will  be 
such  that  they  can  materially  improve  the  negotiated  agreement. 

Agriculture  in  Florida  represents  over  $6  billion  of  basic  industry 
that  employs  at  times  over  200,000  workers.  Because  we  face  direct 
competition  from  Mexico,  we  are  sure  we  will  lose  a  significant  por- 
tion of  jobs  and  the  value  agriculture  represents.  Our  commissioner 
of  agriculture  has  estimated  we  will  lose  30  percent  of  $2  billion 
worth  of  farm  gate  value  as  a  result  of  the  NAFTA.  Much  of  this 
loss  will  occur  in  citrus,  vegetables,  and  sugar  production  which 
will  result  in  the  loss  of  not  only  field  hands,  but  also  jobs  in  the 
packing  and  processing  area. 

Many  of  our  commodities  will  face  similar  reductions  in  both 
field  and  processing  areas.  Citrus,  vegetables,  and  sugar  represent 
about  90  percent  of  the  over  200,000  employees  of  agriculture  pro- 
duction and  processing.  The  earnings  for  these  employees  is  close 
to  $4  billion. 

Many  of  the  hand-labor-related  jobs  are  held  by  unskilled  or  low- 
skilled  workers  who  will  not  be  able  to  find  employment  elsewhere. 
This  will  add  to  the  demands  on  government  to  educate  and  retrain 
these  employees.  The  expense  will  be  high  and  negate  benefits  to 
Florida  from  the  agreement. 

Economic  models  indicate  that  for  every  dollar  of  farm  sales,  we 
get  about  $7  worth  of  economic  activity.  Now,  much  of  this  is  due 
to  the  service  sector  for  agriculture.  It  is  difficult  to  estimate  how 
many  service  sector  jobs  may  be  lost  as  a  result  of  this  NAFTA.  We 
believe  it  could  be  as  much  as  500,000  jobs. 

I  am  sure  you  can  understand  why  Florida  agriculture  has  been 
so  vocally  opposed  to  NAFTA.  Our  members  have  recognized  that 
this  agreement  could  greatly  reduce  our  agriculture  industry.  We 
sell,  annually,  over  $6  billion  worth  of  agriculture  products  at  the 
farm  gate  level.  Now,  if  we  lose  30  percent  of  this  and  the  cor- 
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responding  7  to  1  economic  activity  that  it  generates,  we  could  lose 
over  $12  billion  worth  of  gross  domestic  product. 

Because  of  these  consequences,  Florida  Farm  Bureau  adamantly 
opposes  the  NAFTA  as  we  currently  know  it.  We  are  also  convinced 
the  side  agreement  cannot  materially  improve  this  agreement. 

The  question  is  asked,  "where  are  the  good  jobs?  Well,  the  an- 
swer to  us  in  Florida  agriculture  is  very  obvious.  Let  us  not  be 
fooled  again. 

Thank  you  for  your  attention  in  this  critically  important  matter. 

Mr.  Peterson.  Thank  you  very  much  for  being  with  us.  We  ap- 
preciate the  testimony. 

[The  prepared  statement  of  Ms.  Lefils  follows:] 
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TESTIMONY  OF  MARY  L.  LEF1LS 

BEFORE  THE 

GOVERNMENT  OPERATIONS  EMPIjOYMF.NT 

AND  HOUSING  SUBCOMMITTEE 

AS  A  MEMDER  OF  THE  FLORIDA  FARM  BUREAU  BOARD  OF  DIREC- 
TORS, I  APPRECIATE  THIS  OPPORTUNITY  TO  PRESENT  OUR  CONCERNS 
ON  THE  NAFTA'S  IMPACT  ON  JOBS  FOR  FLORIDA  FARMERS  AND  THEIR 
EMPLOYEES.  FT  DRUM  KAKM  BUREAU  IS  A  GENERAL  FARM  ORGANIZA- 
TION REPRESENTING  OVER  85,000  MEMBER  FAMILIES  THAT  REPRESENT 
OVER  240  COMMODITIES  PRODUCED  ACROSS  OUR  STATE.   OUR  ORGANI- 
ZATION HAS  BEEN  INVOLVED  IN  THE  PROCESS  OF  FORMULATING  A 
NAFTA  FROM  THE  BEGINNING.   OUR  PRESIDENT,  CARL  B.  LOOP,  JR.,  IS  A 
MEMBER  OK  THE  AGRICULTURAL  TRADE  ADVISORY  COMMITTEE  FOR 
FRUITS  AND  VEGETABLES.   WE  CONTINUE  TO  PROVIDE  INPUT  AT  EVERY 
OPPORTUNITY. 

EVEN  THOUGH  SOME  CONCESSIONS  AND  IMPROVEMENTS  HAVE 
BEEN  MADE  WE  HAVE  GRAVE  CONCERNS  ABOUT  THE  NAFTA  AS  WE 
KNOW  IT.   WE  DO  NOT  BELIEVE  SIDE  OR  SUPPLEMENTAL  AGREEMENTS 
WILL  BE  SUCH  THAT  THEY*CAN  MATERIALLY  IMPROVE  THE  NEGOTIAT- 
ED AGREEMENT. 

AGRICULTURE  IN  FLORIDA  REPRESENTS  OVER  6  BILLION  DOLLARS 
OF  BASIC  INDUSTRY  THAT  EMPLOYS  AT  TIMES  OVER  200,000  WORKERS. 
BECAUSE  WE  FACE  DIRECT  COMPETITION  FROM  MEXICO,  WE  ARE  SURE 
WE  WILL  LOSE  A  SIGNIFICANT  FORI  ION  OF  THE  JOBS  AND  VALUE  AG 
REPRESENTS.  OUR  COMMISSIONER  OF  AGRICULTURE  HAS  KSTJMA1ED 


104 


WE  WILL  LOSE  30%  OR  2  BILLION  DOLLARS  WORTH  OF  FARM  GATE 
VALUE  AS  A  RESULT  OF  THE  NAF1A.   MUCH  OF  THIS  LOSS  WILL  OCCUR 
IN  CITRUS,  VEGEEABLES  AND  SUGAR  PRODUCTION  WHICH  WILL  RESULT 
IN  THE  LOSS  OF  NOT  ONLY  FIELD  HANDS,  BUT  ALSO  JOBS  IN  THE  PACK- 
ING AND  PROCESSING  AREA   MANY  OF  OUR  COMMODITIES  WILL  FACE 
SIMILAR  REDUCTIONS  IN  BOTH  FIELD  AND  PROCESSING  AREAS.  CITRUS, 
VEGETABLES  AND  SUGAR  REPRESENT  ABOUT  90%  OF  THE  OVER  200,000 
EMPLOYEES  OF  AG  PRODUCTION  AND  PROCESSING.  THE  EARNINGS  FOR 
THESE  EMPI  OYEES  IS  CLOSE  TO  4  BILLION  DOLLARS. 

MANY  OF  THE  HAND  LABOR  REI-ATED  JOBS  ARE  HELD  BY  UN- 
SKILLED OR  LOW  SKILLED  WORKERS  WHO  WII.T.  NOT  BE  ABLE  TO  FIND 
EMPLOYMENT  ELSEWHERE.  11  US  WTI.I.  ADD  TO  THE  DEMANDS  ON  ' 
GOVERNMENT  TO  EDUCATE  AND  RETRAIN  THESE  EMPLOYEES.   THE 
EXPENSE  WIT  T.  BE  HIGH  AND  NEGATE  BENEFITS  TO  FLORIDA  FROM  THE 
AGREEMENT. 

ECONOMIC  MODELS  INDICATE  THAT  FOR  KVF.RY  DOLLAR  OF  FARM 
SALES  WE  GET  ABOUT  73X)LLARS  WORTH  OF  ECONOMIC  ACTIVITY. 
MUCH  OF  THIS  IS  DUE  TO  THE  SERVICE  SECTOR  FOR  AGRICULTURE.   IT 
IS  DIFFICULT  TO  ESTIMATE  HOW  MANY  SERVICE  SECTOR  JOBS  MAY  BE 
TOST  AS  A  RESULT  OF  THIS  NAFTA.   WE  BELIEVE  IT  COULD  BE  AS  MUCH 
AS  500,000  JOBS. 
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1  AM  SURE  YOU  CAN  UNDERSTAND  WHY  M.ORIDA  AGRICULTURE 
HAS  BEEN  SO  VOCALLY  OPPOSED  IXJ  A  NAFTA.   OUR  MEMBERS  HAVE 
RECOGNIZED  THAT  THIS  AGREEMENT  COULD  GREATLY  REDUCE  OUR 
AGRICULTURE  INDUSTRY.   WE  SELL  ANNUALLY  OVER  6  BJII.ION  DOL- 
LARS WORTH  OF  AGRICULTURE  PRODUCTS  AT  1Hh  FARM  GATE  LEVEL 
IF  WE  LOSE  30%  OF  THIS  AND  THE  CORRESPONDING  7  TO  1  ECONOMIC 
ACTIVITY  THAT  IT  GENERATES,  WE  COULD  JX>SE  OVER  12  BILLION 
DOLLARS  WORTH  OF  GROSS  DOMESTIC  PRODUCT  (GDP). 

BECAUSE  OF  THESE  CONSEQUENCES,  FLORIDA  FARM  BUREAU 
ADAM  AN  1 1  Y  OPPOSES  THE  NATTA  AS  WE  CURRENTLY  KNOW  IT.   WE 
ALSO  ARE  CONVINCED  THE  SIDE  ACREEMF.MN  CANNOT  MATERIALLY 
IMPROVE  THIS  AGREEMENT.   THANK  YOU  FOR  YOUR  ATTENTION  IN  THIS 
CRITICALLY  IMPORTANT  MAI  J  F.R. 
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Mr.  Peterson.  Mr.  Reichenbach,  I  want  to  have  you  explain  to 
me  how  you  expect  that  the  side  agreements  are  going  to  take  care 
of  your  situation. 

Have  you  been  in  contact  with  the  people  that  are  negotiating 
these?  Do  you  have  any  comfort  level  that  they  are  going  to  listen 
to  you?  I  would  be  interested  in  just  what  your  perspective  is  as 
to  what  is  going  on  over  there. 

Mr.  Reichenbach.  Thank  you,  Mr.  Chairman. 

Yes,  we  have  been  in  contact  with  them,  as  a  matter  of  fact.  And 
I  cannot  tell  you  that  I  am  comfortable  with  the  situation.  There 
seems  to  be  the  feeling  that  the  correction  of  this  horrendous  tariff 
imbalance  can  be  accomplished  after  the  agreement  is  ratified  by 
Congress. 

Mr.  Peterson.  Who  told  you  that? 

Mr.  Reichenbach.  The  Office  of  USTR. 

Mr.  Peterson.  They  said  that  they  can  accomplish  it  in  the  side 
agreements? 

Mr.  Reichenbach.  Well,  they  have  not  expressed  a  position  as 
to  whether  or  not  they  can  accomplish  it  in  the  side  agreements. 
They  have  taken  the  position  that  to  attempt  to  fix  the  tariff  sched- 
ule, if  you  will,  could  be  construed  as  a  reopening  of  the  agreement, 
a  renegotiation  of  the  agreement. 

Mr.  Peterson.  Why  do  you  suppose  that  he  agreed  to  anything 
like  this? 

Some  of  us  in  agriculture  wonder  how  these  things  get  in  there. 
Has  anybody  given  you  any  rationale  as  to  why  we  would  possibly 
want  to  agree  to  this? 

Mr.  Reichenbach.  The  impression  that  we  have  is  this,  Mr. 
Chairman:  The  day  before  the  opening  of  the  Republican  Conven- 
tion, we  had  reasonable  assurances  from  former  Ambassador  Carla 
Hills  that  a  level  playing  field  would  be  achieved  in  the  negotia- 
tions between  the  United  States  and  Mexico.  That  was  on  a  Mon- 
day. 

The  negotiations  proceeded  late  into  the  night  on  Monday.  On 
Tuesday,  when  the  convention  opened  in  Houston,  it  was  an- 
nounced that  an  agreement  had  been  reached. 

A  week  later  we  discovered  that  this  tremendous  imbalance 
which  we  had  feared  all  along  remained;  and  it  was  indicated  to 
us  that  Vitro,  which  is  incidentally,  I  believe,  the  largest  privately 
owned  corporation  in  Mexico 

Mr.  Peterson.  Is  that — I  don't  want  to  interrupt  you.  Is  that  to- 
tally owned  by  this  United  Kingdom  company. 

Mr.  Reichenbach.  Pilkington  owns  35  percent. 

Mr.  Peterson.  Who  owns  the  rest. 

Mr.  Reichenbach.  Basically  Mexican  investors  and  principally 
the  Sada  family. 

Mr.  Peterson.  Part  of  the  PRI,  I  suppose. 

Mr.  Reichenbach.  That  is  correct,  very  well  connected.  As  a 
matter  of  fact,  Adrian  Sada,  the  chairman  of  Vitro,  was  one  of  the 

fentleman  that  President  Salinas  of  Mexico  invited  to  contribute 
25  million  to  his  election  campaign. 

Mr.  Peterson.  They  backed  off  and  only  gave  1  million,  I  sup- 
pose. 
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Mr.  Reichenbach.  Apparently  there  was  so  much  bad  publicity 
that  the  idea  was  rethought,  at  least  for  publication.  But  the  Sada 
family  not  only  owns  the  controlling  interest  in  Vitro,  they  also 
own  the  controlling  interest  in  Banco  Serafin,  the  third  largest 
bank  in  Mexico.  So  Dy  no  stretch  of  the  imagination  is  our  competi- 
tor, Vitro,  the  Mexican  monopoly,  an  underprivileged  or  under- 
financed or  incapable  competitor. 

Mr.  Peterson.  So  the  Mexican  negotiator  just  sat  there.  They 
knew  they  had  to  have  this  view  by  the  next  day  because  of  the 
Republican  Convention.  You  got  sold  down  the  river  is  what  hap- 
pened. 

Mr.  Reichenbach.  That  is  our  understanding. 

Mr.  Peterson.  So  now  you  are  trying  to  get  it  taken  care  of  in 
the  side  agreements? 

Mr.  Reichenbach.  We  would  hope  so.  But  I  am  not  terribly  en- 
couraged that  this  is  going  to  happen.  And  I  am  even  much  more 
certain  of  the  fact  that  if  the  negotiations  are  not  undertaken  until 
after  the  agreement  is  ratified,  the  Mexican  Government,  as  influ- 
enced by  our  competitor,  will  have  little  or  no  reason  to  agree  to 
them. 

Mr.  Peterson.  If  it  is  any  consolation,  we  had  a  similar  thing 
happen  to  us  in  the  Canadian  agreement  where  we  were  assured, 
our  agricultural  interests,  that  we  would  be  taken  care  of.  All  of 
a  sudden,  because  of  politics  in  Canada,  Jim  Baker  flew  to  Canada 
and  made  this  deal  over  the  weekend. 

And  we  now  have  lost  a  good  portion  of  our  market  in  Mexico, 
and  we  are  losing  a  good  portion  of  our  domestic  market  to  the  Ca- 
nadians because  of  it.  Same  thing  happened  to  us.  And  that  is  one 
of  the  reasons  that  some  of  us  are  so  skeptical  about — but  this  is 
very  enlightening  what  you  are  telling  me  here. 

Mr.  Reichenbach.  Well,  we  feel  that  this  tariff  arrangement  is 
essentially  a  fatal  flaw,  one  of  perhaps  many. 

Conceptually  I  must  say  that  my  company  would  support 
NAFTA,  that  is  the  concept  of  NAFTA.  The  concept  of  free  trade 
is  one  that  our  company  has  always  espoused,  and  we  do  business 
all  over  the  world;  and  we  manufacture  glass  in  most  of  the  major 
regions  of  the  world.  But  we  also  believe  that  free  trade  must  be 
fair. 

And  this  glass  tariff  situation  is,  in  our  judgment,  totally  unfair 
and  is  a  fatal  flaw  in  the  agreement. 

Mr.  Peterson.  We  are  going  to  give  away  a  bunch  of  jobs  that 
we  really  wouldn't 

Mr.  Reichenbach.  Yes.  Unfortunately,  to  give  you  an  example, 
ACI  America,  which  is  the  distribution  organization  that  was  pur- 
chased by  Vitro  Vidrio  Piano  in  1991,  was,  to  the  best  of  our  knowl- 
edge, the  largest  flat  and  automotive  glass  distributor  in  the  Unit- 
ed States. 

To  the  best  of  our  estimates,  in  1991  they  purchased  approxi- 
mately 5,000  truckloads  of  float  glass  and  over  $10  million  worth 
of  automotive  replacement  glass.  And  that  business  is  now  being 
replaced  with  Mexican  production.  And  so  it  is  not  a  case  where 
U.S.  workers  can  now  sell  that  glass  somewhere  else  or  can  now 
sell  it  in  Mexico,  because  we  can't  get  into  the  Mexican  market.  In 
a  commodity  business,  a  20  percent  tariff  is  an  absolute  bar.  And 
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while  there  seems  to  be  some  indication  that  other  corporations 
have  moved  into  Mexico,  in  our  particular  case,  while  we  have  no 
present  intentions  to  do  that,  even  if  we  did,  we  might  not  succeed 
because  Vitro  has  built  capacity  far  in  excess  of  the  Mexican  mar- 
ket's requirements  at  the  present  time  for  the  purpose  of  exporting 
to  the  United  States. 

Mr.  Peterson.  Have  they  done  this  with  other  industry  that  you 
are  aware  of?  Are  there  similar  situations  where  there  is 

Mr.  Reichenbach.  Well,  I  cannot  speak  of  other  industries  per 
se.  I  can  tell  you  that  it  is  very  interesting  that  the  Ford  Motor  Co., 
which  has  a  glass  division  of  its  own,  has  recently  closed  down  its 
Niagara  Falls,  Ontario,  automotive  glass  plant  citing  the  fact  that 
it  has  capacity  to  produce  a  million  more  windshields  a  year  than 
it  needs.  But,  curiously  enough,  it  continues  to  expand  its  capacity 
to  produce  windshields  and  tempered  automotive  safety  glass  in 
Mexico  and  has  done  so  significantly  in  the  past  year  or  two.  Libby 
Owens  Ford  Glass  Co.,  which  is  80  percent  owned  by  Pilkington 
PLC  of  the  United  Kingdom,  the  same  company  that  owns  part  of 
Vitro,  has  recently  shut  down  its  automotive  glass  manufacturing 
capacity  in  Rossford,  OH,  a  suburb  of  Toledo.  And  vet  it  has  also 
increased  a  joint  venture  maquiladora  plant  that  it  has  to  produce 
windshields  in  Mexicali,  Mexico. 

Mr.  Peterson.  You  guys  must  be  politically  incorrect  or  some- 
thing because  I  met  this  guy  that  owns  Guardian  Glass  when  I  was 
skiing,  and  he  was  telling  me  what  the  Japanese  do  to  you  people. 

I  guess  that  is  a  whole  other  story. 

Mr.  Reichenbach.  That  is  another  story,  Mr.  Chairman. 

Mr.  Peterson.  You  are  not  getting  any  favors  over  there  either, 
are  you? 

Mr.  Reichenbach.  No,  sir,  we  are  not.  And  I  would  point  out 
that  Mr.  Davidson's  company,  Guardian,  is  one  of  the  companies 
that  I  represent  here  today. 

Mr.  Peterson.  Mr.  Kuczyinski,  tell  me  a  little  bit  about  the  rules 
of  origin  that  are  in  this  agreement. 

Evidently  there  are  rules  of  origin  that  it  must  be  Northern 
American  fabric  from  the  ironing  board  or  something;  is  that  true? 

And  does  this  help  you 

Mr.  Kuczyinski.  Well,  rules  of  origin  have  been  in  effect  with  the 
807  arrangement.  They  have  been  in  effect  with  the  quotas  on 
goods  that  come  in  from  Asia.  And  yet  one  reads  constantly  how 
all  these  nations  that  we  have  these  agreements  with  cheat,  cheat, 
cheat,  why  Mexico  shouldn't  start  cheating,  nobody  can  answer. 

I  am  convinced  that  the  United  States  couldnt  possibly  control 
the  rule  of  origin  on  fabrics  that  Mexico  is  going  to  use  in  the  man- 
ufacture of  garments.  If  I  could  get  a  guarantee  from  our  adminis- 
tration that  only,  only  American  made  fabrics  would  be  used  in  the 
manufacture  of  apparel  in  Mexico,  I  would  say,  well,  at  least  we 
have  something  going  for  ourselves. 

But  nobody  is  able  to  give  that  guarantee;  and,  therefore,  I  am 
totally  opposed  to  this  agreement. 

Mr.  Peterson.  They  don't  have  anywhere  near  enough  Customs 
agents,  I  don't  think,  to  even  begin.  And  that  is  our  trouble  we 
have  with  agriculture.  They  keep  telling  us  that  these  rules  of  ori- 
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gin  are  there.  But  it  is  beyond  me  how  they  are  going  to  enforce 
it  with  what  they  have. 

And  then  you  have  the  whole  situation  of  how  they  run  the  gov- 
ernment down  there  and  how  their  whole  system  operates.  It  is 
based  on 

Mr.  KUCZYINSKI.  Mr.  Chairman,  if  you  have  followed  the  INS 
problems  with  illegal  immigration  in  this  country  from  Mexico,  you 
should  know  that  whenever  they  pick  up  a  bus  load  and  bring 
them  across  the  river  into  Mexico,  before  these  agents  come  back 
to  their  stations,  the  so-called  smugglers,  or  coyotes,  have  the  same 
people  already  back  in  the  States. 

It  speaks  for  itself. 

Mr.  Peterson.  So  you  don't  think  much  of  these — that  the  rules 
of  origin  are  going  to  do  you  much  good? 

Mr.  Kuczyinski.  Absolutely  not. 

Mr.  Peterson.  If  the  NAFTA  succeeds  in  relaxing  and  eliminat- 
ing all  the  tariffs  and  quotas,  what  is  going  to  happen  to  your  busi- 
ness? 

Mr.  Kuczyinski.  I  am  going  to  be  out  of  business. 

I  do  not  have  the  money,  even  if  I  wanted  to  go  south  of  the  bor- 
der, I  do  not  have  the  money  to  do  that.  So  we  just  close  the  busi- 
ness. 

Mr.  Peterson.  And  you  would  have  450  people  out  of  work  in 
your  area? 

Mr.  Kuczyinski.  450. 1  am  just  a  small  one. 

Mr.  Peterson.  There  would  be  others  like  you? 

Mr.  Kuczyinski.  There  are  quite  a  few,  especially  in  the  apparel 
area. 

Mr.  Peterson.  You  would  just  be  gone? 

Mr.  Kuczyinski.  These  are  all  people  that  are  not  overly  edu- 
cated. 

Mr.  Peterson.  What  would  they  do?  What  would  these  people 

do? 

Mr.  Kuczyinski.  If  they  can  find  jobs  at  McDonald's  and  res- 
taurants washing  dishes,  they  are  lucky.  But  I  doubt  it  because 
even  these  positions  are  totally  filled  up. 

Mr.  Peterson.  You  said  your  unemployment  is  9,  10  percent. 

Mr.  Kuczyinski.  Right  now  9.1  percent  in  New  Jersey.  But  in 
the  apparel  area,  apparel  and  textiles  it  is  9.7. 

Mr.  Peterson.  Not  a  pretty  picture. 

Mr.  Kuczyinski.  No,  sir. 

Mr.  Peterson.  Mr.  Wells,  you  complained  to  me  about — are 
there  tariffs  on  your  products?  Or  how  does  that  all  work?  I  am  not 
familiar 

Mr.  Wells.  Yes,  we  have  a  tariff.  As  a  matter  of  fact,  that  is, 
at  this  point,  35  percent.  Although  I  am  sure  that  the  GATT  nego- 
tiations are  going  to  take  that  down  considerably. 

Mr.  Peterson.  So  that  is  for  china  coming  in  from  Mexico? 

Mr.  Wells.  That  is  for  china  coming  in  from  anywhere,  any 
place  in  the  world  at  this  point  in  time. 

Mr.  Peterson.  Then  what  happens  to  that  in  the  NAFTA?  Does 
it  do  anything  to  that? 
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Mr.  Wells.  Yes.  It  is  my  understanding  that  the  proposal  is  that 
the  35  percent  will — or  whatever  the  percentage  will  be— disappear 
after  10  years. 

Mr.  Peterson.  So  it  is  phased  out  over  10  years  equally,  3.5  per- 
cent a  year  or  something  like  that? 

Mr.  Wells.  Something  like  that.  There  was  some  talk  about  tak- 
ing a  larger  hit  on  the  first  year  and  then  phasing  it  out.  And  I 
am  not  sure  where  that  is. 

Mr.  Peterson.  And  has  this — this  is  not  being  addressed  in  the 
side  agreements  or  anything?  This  is  just  part  of  the  deal? 

Mr.  Wells.  Not  to  my  knowledge,  no.  That  is  correct. 

Mr.  Peterson.  As  this  is  phased  out,  is  it  going  to  eliminate  your 
ability  to  compete? 

Mr.  Wells.  What  I  really  think  is  going  to  happen  is  that  it  is 
going  to  leave  a  window  for  not  necessarily  the  Mexican  producers 
or  even  American  producers.  It  is  going  to  leave  a  real  window  for 
the  Asian  Pacific  Rim  employers  that  come  in  there.  They  are  going 
to  have  low  wage  rates,  which  they  already  have  now,  plus  no  tar- 
iff. They  are  just  going  to  blow  us  out  of  the  water. 

Mr.  Peterson.  Do  you  think  they  are  going  to  build  plants  in 
Mexico? 

Mr.  Wells.  I  think  so.  I  would  be  very  surprised  if  they  don't. 

Mr.  Peterson.  Can  they  ship  china  in  from  Asia  and  transship 
it  through  Mexico  under  this  agreement? 

Mr.  Wells.  I  don't  think  so.  I  think  there  has  to  be  a  change — 
a  material  change  in  the  product. 

Mr.  Peterson.  Before  they  can  do  that? 

Mr.  Wells.  Yes. 

Mr.  Peterson.  Again,  you  have  the  same  problem  of  who  is 
going  to  checkup  on  this,  tnat  issue? 

Mr.  Wells.  That  is  right.  The  Border  Patrol  is  very  limited.  Cus- 
toms. 

Mr.  Peterson.  And  you  folks  in  the  United  States  are  not  in  the 
position  to  go  to  Mexico? 

Mr.  Wells.  I  think  I  could.  That  is  not  the  point.  That  is  not  the 
point.  I  don't  want  to  do  it. 

Mr.  Peterson.  But  you  think  the  Asians  will  come  in. 

Mr.  Wells.  Yes,  sir,  I  do.  I  think  there  is  every  possibility. 

Mr.  Peterson.  Are  thev  doing  that  yet? 

Mr.  Wells.  Not  to  my  knowledge. 

Mr.  Peterson.  Your  wage  rates  are  pretty  substantial  for  your 
area  as  I  understand  it?  You  are  kind  of  a  rural  area? 

Mr.  Wells.  Yes.  We  are  out  in  the  middle  of  nowhere. 

Mr.  Peterson.  That  is  like  my  district. 

Mr.  Wells.  Our  wages — our  minimum  wage  without  benefits  is 
$6.46  an  hour.  With  fringes,  that  kicks  up  to  $11.65. 

Our  top  wages — it  is  a  little  hard  to  tell  you  because  of  incentives 
and  bonuses  and  whatnot — but  we  will  get  into  the  area  of  $25  to 
$30  an  hour,  plus  fringes  on  top  of  that. 

Mr.  Peterson.  Those  are  pretty  good  jobs. 

Mr.  Wells.  Yes,  sir.  We  nave  supported  a  lot  of  people  in  that 
community  for  a  lot  of  years. 

Mr.  Peterson.  Are  there  other  companies  like  yours?  Are  you 
one  of  the — I  am  not  familiar  with  it. 
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Mr.  Wells.  There  are  several  other  china  manufacturers  in  this 
country,  yes. 

Mr.  PETERSON.  They  are  all  probably  in  the  position  you  are  in, 
smaller  businesses? 

Mr.  Wells.  I  can't  say  for  them  that  that  is  true.  But  I  am 
speaking  only  for  my  company. 

Mr.  Peterson.  OK  Well,  we  appreciate — and  I  will  defer  to  my 
good  friend  from  Florida  who  may  want  to  interrogate  Ms.  Lefils. 

Mrs.  Thurman.  I  am  not  interrogating  anybody. 

Ms.  Lefils.  Let's  just  visit. 

Mrs.  Thurman.  Actually,  I  think  these  folks  are  real  friendly  to 
us.  I  will  tell  you,  Mr.  Chairman,  and  to  the  panelist,  that  it  is  a 
real  eye  opening.  And  my  first  statement  to  you  is  that  I  really  ap- 
preciate your  commitment  to  this  country  and  the  fact  that,  just 
from  the  comments  that  I  have  heard  you  make,  and  through  the 
questioning  and  through  your  statements,  I  think  you  are  angry 
about  what  has  happened  in  some  of  this  agreement,  not  only  for 
yourself  as  business  people  but  for  what  it  is  doing  to  your  workers 
and  the  people  that  have  supported  you  and  you  have  supported 
over  the  last  several  years.  And  I  got  to  tell  you  that  that  is  real 
gut  wrenching  for  somebody  like  myself.  So  I  first  want  to  say  that 
to  you,  that  I  am  proud  of  you  for  sticking  up  for  what  you  believe 
in. 

In  this  case,  I  am  going  to  have  you  expand  a  little  bit.  And  I 
have  a  feeling  in  agriculture — and  I  guess  what  I  am  most  con- 
cerned about,  other  than  all  of  the  other  parts  of  this  is,  you  know, 
I  look  back  to  both  the  manufacturing  part  of  this  country  as  it  de- 
veloped and  its  significant  role  it  has  played.  But  I  also  think  back 
about  the  role  of  agriculture  in  this  country  and  the  reason  people 
came  to  this  country,  for  the  agriculture. 

If  we  believe  that  Florida,  as  we  know  from  our  facts,  that  we 
supply  so  much  of  the  fruits  and  vegetables  for  this  country,  what 
happens  under  NAFTA  if  agriculture  falls  as  you  have  seen  it  in 
the  commodities  that  we  raise? 

Ms.  Lefils.  In  the  State  of  Florida,  we  are  the  second  largest  in- 
dustry. We  are  right  behind  tourism. 

Mrs.  Thurman.  I  know  that. 

Ms.  Lefils.  What  would  happen  to  us  as  far  as  agriculture  is 
concerned?  Some  of  our  people  are  going  to  go  out  of  business.  A 
lot  of  our  people  are.  I  feel  that  in  my  heart.  I  feel  also  that  we 
are  going  to  have  a  lot  of  families  that  work  the  fields.  They  have 
worked  the  fields  not  only  one  generation  but  other  generations. 
They  are  going  to  be  out  of  business.  They  are  going  to  lose  their 

jobs. 

Just  as  this  gentleman  said,  they  are  going  to  be  looking  for 
other  means  of  support. 

I  am  fearful  for  agriculture  in  Florida.  I  was  a  little  bit  taken 
aback  by  the  comment  of  Mr.  Machtley  that  the  people  on  the 
street  might  be  more  prone  to  go  to  Mexico  with  their  business  be- 
cause of  tne  opportunity  they  may  have  there. 

I  am  a  little  taken  aback  by  that  comment  because  I  know  that 
in  the  State  of  Florida  we  can't  pick  up  our  land  and  go  to  Mexico. 
We  don't  want  to  go  to  Mexico.  We  want  to  stay  in  America.  It  is 
the  best  thing  going  in  the  world  today  is  America,  and  agriculture 
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is  the  best  thing  going.  We  provide  food  and  fiber  for  all  these  peo- 
ple, and  we  are  less  than  3  percent  of  the  country.  And  I  feel  we 
are  getting  a  lot  of  hits  as  far  as  this  is  concerned.  We  don't  think 
there  are  any  side  agreements  that  are  going  to  help  us  in  agri- 
culture. 

I  think  we  have  already  seen  from  the  first  gentleman  that  spoke 
that  we  might  be  sent  down  the  river  just  a  little  bit  if  we  believe 
that  there  are  some  side  agreements  that  could  possibly  help  us. 

So  as  far  as  agriculture  is  concerned  in  the  State  of  Florida,  I  see 
possibly  that  tomatoes,  the  row  crops,  citrus  and  sugarcane,  the 
ones  I  mentioned  today,  are  going  to  be  the  hardest  hit  in  Florida. 
And  those  that  are  family  operations  such  as  we  have  and  hope 
and  pray  that  we  can  pass  on  to  our  children,  I  know  there  are 
other  families  in  the  State  of  Florida  that  feel  that  way.  They  are 
going  to  be  hit  hard,  and  some  of  them  may  not  be  able  to  stay  in 
business. 

Mrs.  Thurman.  When  they  go  out  of  business  and  Florida  being 
so  fast  growing,  I  mean,  there  is  a  couple  of  things  that  I  think 
happens. 

One,  the  land  is  sold  and  you  will  see  condos  or  you  will  see  some 
kind  of  growth  go  into  those  areas.  That  is  what  we  have  seen  all 
over  the  State  of  Florida,  which  means  that  land  never  comes  back 
into  production. 

So  not  only  do  we  lose  the  jobs,  we  also  are  going  to  lose  a  food- 
producing  State  that  eventually,  I  think,  turns  over  production  of 
food  to  another  country,  leaving  us  somewhat  in  a  position  of  being 
dependent  upon  another  country  for  our  food  sources. 

Ms.  Lefils.  That  is  exactly  what  I  say.  We  don't  want  to  go  out 
of  business  in  agriculture,  but  we  are  getting  a  lot  of  pressure  from 
government  as  well  as  from  agreements  like  this,  if  it  were  to  pass, 
that  would  put  us  out  of  business.  We  don't  want  to  sell  our  land 
for  condominiums. 

Another  thing  that  we  have  to  think  about  in  the  State  of  Flor- 
ida, though,  is  you  sell  the  land  and  you  see  the  great  growth  that 
is  coming  to  Florida.  What  does  that  do  to  a  whole  myriad  of  other 
things  as  far  as  transportation,  housing,  et  cetera?  It  is  just  a  vi- 
cious cycle. 

What  we  want  in  agriculture  is  a  level  playing  field.  What  is 
good  for  us  is  good  for  Mexico.  If  we  have  to  have  the  environ- 
mental standards  here  in  the  United  States,  then  they  need  them 
in  Mexico,  the  same  standards  we  have  here.  I  feel  that  if  labor  in 
the  United  States — the  very  minimum  that  we  pay,  our  minimum 
wage,  and  that  being  $4  an  hour  or  whatever  it  is — that  is  what 
it  needs  to  be  in  Mexico. 

Let's  have  an  even — a  level  playing  field,  and  we  will  compete 
with  them.  Americans  are  very  competitive,  and  we  can  compete  on 
a  level  playing  field.  But  we  can't  with  what  we  are  working  with 
right  now.  We  can't  compete  with  them. 

Mrs.  Thurman.  I  get  the  sense  that  that  is  how  all  of  you  feel, 
is  that  the  whole  tariff  issue  is  for  you — I  mean,  it  ought  not  to  be 
called  the  North  American  Free  Trade  Agreement  because  there  is 
a  cost  to  our  American  businesses  for  this. 

Let  me  ask  one  other  question  because  I  know  during  the  1980's 
there  was  a  lot  of  conversation  and  not  just  over  the  NAFTA  but 
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just  general  of  what  has  happened  to  business  with  buyouts  and 
takeovers  and  all  of  those.  And  one  of  the  areas — and  when  you  are 
looking  at — when  we  talked  about  wages  and  things,  if  any  of  you 
should  collapse  at  this  point,  what  happens  to  your  workers  who 
are  retired  under  pension  plans  and  medical,  those  kinds  of  issues 
that  we  are  all  now  talking  about  in  Congress  as  to  what  is  going 
to  happen  to  our  older  workers,  our  retirees  as  well? 

And  all  of  you  can  comment,  I  think. 

Mr.  Reichenbach.  Well,  Mrs.  Thurman,  I  can  say  in  the  case  of 
my  company,  rising  health  care  costs  have  forced  us,  as  with  many 
other  corporations,  to  take  a  very  hard  look  at  those  kinds  of  costs. 
And  our  chairman  has  recently,  with  the  consent  of  the  board  of 
directors,  announced  that  we  will  cap,  as  a  corporation,  our  con- 
tributions to  health  care  at  1996  levels  so  that  beyond  that  point 
we  will  not  increase  our  payment  for  health  care  benefits  to  retir- 
ees and  to  employees  as  they  retire  over  the  years  beyond  what  we 
will  be  paying  in  1996  because  our  health  care  bill,  for  the  corpora- 
tion, could  eventually  exceed  our  cost  of  raw  materials  for  the  prod- 
ucts that  we  make,  and  we  are  basically  a  $6.2  billion  a  year  cor- 
poration in  terms  of  sales.  So  that  gives  you  some  idea  of  what  that 
means. 

In  terms  of  workers  being  displaced,  I  can  say  that  there  is  no 
substitute  employment  for  most  of  them.  It  is  the  case  in  the  flat 
glass  industry  that  our  jobs,  our  employment,  is  not  only  high  pay- 
ing, but  it  also  is  very  safe  employment.  It  is  safer  to  work  in  one 
of  our  glass  plants  than  it  is  to,  say,  walk  on  the  streets  of  Wash- 
ington, DC  by  a  considerable  margin. 

And  in  addition  to  that,  as  one  of  the  other  of  my  associates  here 
testified,  we  are  located  primarily  in  smaller  communities.  Our 
glass  plants  are  very  large.  They  are  very  capital  intensive.  We 
don't  tend  to  plop  them  down  in  the  middle  of  Chicago  or  Manhat- 
tan. We  build  them  in  towns  like  Meadville,  PA;  Corsicana,  TX; 
Wichita  Falls,  TX;  Fresno,  CA;  Laurinburg,  NC;  Perry,  GA,  where, 
in  most  cases,  we  are  the  largest  or  near  the  largest  employer  and 
highest  in  terms  of  remuneration  as  well.  And  it  is  also  the  case 
that  in  our  company,  at  least,  you  seldom  see  a  glass  worker  retire 
with  less  than  30  years  service.  Many  have  40,  45  years  of  service. 
Many  are  second,  third,  fourth,  and  fifth  generation  glass  workers 
who  have  enjoyed  their  work  and  have  contributed. 

Our  productivity  last  year  was  over  5  percent  and  has  been  in 
the  range  of  5  to  7  percent  per  year  for  the  last  5  to  6  years  in 
my  recent  memory.  And  yet  we  can't  overcome  a  20  percent  tariff. 
We  can't  overcome  the  government  coming  along  and,  in  effect,  say- 
ing to  us:  I  am  sorry,  but  you  just  can't  compete  in  this  foreign 
market. 

And  while  I  am  no  economist,  I  think  it  is  fair  to  sav  that  it  is 
economics  101,  that  in  a  global  commodity  industry,  if  your  com- 
petitor is  competing  in  your  market  and  has  free  access  to  it  and 
you  don't  have  free  access  to  his  market,  you  are  going  to  lose. 
That  is  very  basic.  It  doesn't  take  a  rocket  scientist  to  figure  that 
out. 

Mrs.  Thurman.  That  is  a  good  thing,  because  I  am  not. 

Mr.  Reichenbach.  And  that  is  the  situation  we  face. 
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And  the  other  thing  that  makes  me  angry — as  you  correctly  esti- 
mated that  we  are  angry — the  other  thing  that  makes  me  angry  is 
this  whole  concept  of  adjustment  assistance.  People  tend  to  make 
themselves  feel  good  by  saying,  well,  we  are  going  to  lose  all  these 
jobs  but  we  will  provide  adjustment  assistance. 

How  are  you  going  to  retrain  50-  or  55-year-old  glass  workers  to 
make  micro  computer  chips?  And  how  are  you  going  to  expect  that 
person  to  pick  up  and  move  his  family  and  afford  to  duv  a  new  resi- 
dence and  this  sort  of  thing  and  completely  change  his  whole  way 
of  life? 

And,  furthermore,  and  most  importantly,  as  far  as  I  am  con- 
cerned, how  are  you  going  to  compensate  nim  for  his  loss  of  dig- 
nity? That,  to  me,  is  most  important.  And  that  is  the  thing  that 
makes  me  angry  about  this  kind  of  arbitrary  negotiation. 

Mr.  Wells.  You  know,  I  have  got  to  say  that  I  agree  whole- 
heartedly with  my  colleague.  Our  people  have — as  I  nave — I  am 
fourth  generation  in  my  family.  We  have  many  fourth  and  fifth 
generation  people  that  work  in  my  plant  who — and  there  just  is  no 
possible  way  that  they  are  going  to  leave  that  area,  they  are  going 
to  take  assistance — they  just  can't  do  it.  Won't  do  it. 

I  mean,  if  you  want  to  say  they  are  hard  headed,  yes,  they  are. 
They  are  proud  people,  and  they  are — they  are  not  going  to  pick 
up  sticks  and  leave,  because  that  is  where  their  roots  are.  We  have 
never  been  profitable  enough  to  offer  our  retirees  health  insurance. 
But  we  do,  obviously,  have  a  pension  plan,  and  our  pension  plan 
is  fully  funded. 

So  if  Homer  Laughlin  went  out  of  business  today,  our  employees 
would  be  taken  care  of  by  that  fund.  But  it  is — you  know,  it  is  hard 
for  me  to  sit  here  and  look  at  a  business  that  my  great — grand- 
father and  my  grandfather  and  my  father  and  now  me  have  spent 
our  life  at  working,  trying  to  grow.  We  have  had  good  times;  we 
have  had  bad  times,  as  I  am  sure  every  industry  has.  But  I  am  con- 
cerned about  what  is  going  on  today.  I  am  really  concerned  about 
the  livelihood  of  my  plant  and  my  workers. 

And  I  thank  you  for  the  opportunity  to  let  me  say  that. 

Mrs.  Thurman.  Thank  you  for  sharing  it  with  us. 

Mr.  Peterson.  We  better  get  moving  along.  But,  Mary,  when  are 
you  going  to  get  your  American  Farm  Bureau  straightened  out? 

Ms.  Lefils.  I  want  to  tell  you  something:  We  tried  our  best  to 
straighten  them  out  in  Anaheim,  CA,  in  January;  but  they  wouldn't 
listen  to  us.  So  we  just  made  our  little  statement  ourselves  that  we 
were  opposed  to  it. 

Mr.  Peterson.  How  many  other  States  have  been  as  enlightened 
as  the  Florida  Farm  Bureau? 

Do  you  have  any  other  States  with  you? 

Ms.  Lefils.  I  think  we  are  the  only  one  as  enlightened  as  we 
should  be.  It  is  a  sad  thing;  it  truly  is.  There  are  firm  believers 
that  this  could  be  good,  and  maybe  it  is  good  for  some  of  them  but 
not  for  Florida.  It  is  not  good  for  the  agriculture  State  of  Florida. 

I  would  like  to  say  one  thing,  that  I  am  very  pleased,  this  lay 
person  that  came  here  to  testify  before  this  illustrious  committee 
today — it  is  the  first  time  I  have  done  this  and  I  am  most  appre- 
ciative of  the  opportunity — for  this  lay  person  to  speak  and  be 
heard  as  this  gentleman  said,  because  we  out  in  America  don't 
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have  that  opportunity  very  often  to  let  you  know  how  we  feel  about 
what  is  happening. 

On  one  side  of  us,  on  our  farm  in  Florida,  there  is  Daytona  right 
up  on  our  line.  On  the  other  side  is  another  development.  So  we 
are  squeezed  in,  little  3,000  acres  is  squeezed  in.  All  this  develop- 
ment around  us,  and  we  want  to  pass  our  farm  on  to  our  children, 
but  we  are  having  a  hard  time  doing  it.  And  this  is  just  another 
way  of  doing  it. 

Mr.  Peterson.  I  would  just  like  to  say  one  further  thing,  that 
I  think  we  are  making  a  mistake  in  this  country  by  putting  agri- 
culture in  any  trade  agreement.  I  think  agriculture  is  actually  a 
national  security  issue,  and  we  ought  not  to  be  trading  it  in  any 
trade  agreement. 

I  think  the  same  thing  with  energy.  I  think  you  see  the  wav  Mex- 
ico deals  with  this.  Mexico  will  not  put  energy  on  the  table,  and 
they  are  probably  right.  I  just  think  that  a  lot  of  this  stuff  is  wholly 
misguided.  I  don't  know  what  we  are  doing. 

We  appreciate  it  very  much.  I  want  to  associate  myself  with  the 
remarks  of  my  friend  from  Florida.  She  hit  the  nail  on  the  head. 
We  are  proud  of  you  folks  for  what  you  are  doing  out  there. 

We  are  going  to  try  to  get  the  word  out,  but  it  is  tough,  as  you 
know. 

Mrs.  Thurman.  You  know  you  have  some  friends  here. 

Mr.  Reichenbach.  Thank  you  very  much. 

Mr.  Peterson.  We  have  one  more  witness.  We  apologize,  too,  for 
making  you  wait  so  long.  We  appreciate  your  being  willing  to  come 
before  us  on  such  short  notice. 

We  have  Mr.  Robert  Morris,  U.S.  Council  for  International  Busi- 
ness. 

Welcome  to  the  committee.  We  will  swear  you  in.  I  guess  you 
have  that  routine  down. 

[Witness  sworn.] 

Mr.  Morris.  Mr.  Chairman,  I  have  a  lengthy  statement.  I  will 
give  you  a  very  brief  summary. 

Mr.  Peterson.  Your  statement  will  be  made  a  part  of  the  record. 
Thank  you  very  much. 

STATEMENT  OF  ROBERT  MORRIS,  SENIOR  VICE  PRESIDENT, 
U.S.  COUNCIL  FOR  INTERNATIONAL  BUSINESS 

Mr.  Morris.  I  am  appearing  today  wearing  two  hats.  The  first 
is  in  my  capacity  as  senior  vice  president  of  the  U.S.  Council  for 
International  Business  and,  second,  on  behalf  of  the  USA*NAFTA 
Coalition  of  which  the  U.S.  Council  is  a  member. 

The  USA*NAFTA  Coalition  is  a  group  of  approximately  1,500 
companies  and  organizations  that  support  approval  and  implemen- 
tation of  NAFTA.  USA*NAFTA's  membership  ranges  from  large 
corporations  to  small  businesses  all  across  America. 

Our  membership  is  diverse,  but  we  are  united  by  a  common  be- 
lief that  the  NAFTA  is  an  essential  part  of  this  Nation's  economic 

future. 

My  written  statement  contains  a  full  exposition  of  the  views  of 
the  USA*NAFTA  Coalition  about  the  benefits  for  American  busi- 
ness and  American  workers  which  we  believe  will  flow  from  early 
implementation  of  the  NAFTA  agreement. 
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Let  me  use  the  short  time  available  for  my  opening  remarks  sim- 
ply to  summarize  those  parts  of  my  written  statement  which  focus 
on  what  just  a  few  of  the  members  of  our  coalition  have  told  us 
about  how  exports  to  Mexico  create  real  jobs  for  real  people. 

Padco,  Inc.  of  Minneapolis,  MN,  manufactures  printing  tools. 
Mexican  tariffs  hurt  its  products'  competitiveness  against  Mexican- 
made  products.  Without  NAFTA,  Padco  will  be  forced  to  produce  in 
Mexico  or  elsewhere  in  Latin  America  in  order  to  achieve  its  full 
sales  potential.  With  NAFTA,  Padco  is  well-positioned  to  become 
the  major  source  of  its  products  in  Mexico,  and  estimates  an  in- 
crease from  $1  million  to  $3  million  or  more  in  exports  from  its 
United  States-based  facility  to  Mexico. 

Ford  Motor  Co.  of  Dearborn,  MI,  has  had  a  presence  in  Mexico 
for  many  years,  but  it  historically  has  been  barred  by  Mexican  law 
from  shipping  fully  assembled  cars  from  the  United  States.  Ford 
immediately  began  shipping  fully  assembled  new  vehicles  from  the 
United  States  to  Mexico  after  Mexico  lifted  some  of  its  restrictions 
on  importing  automobiles  in  1990.  Within  a  year,  Ford  shipped 
more  than  2,000  United  States-manufactured  vehicles  to  Mexico, 
supporting  United  States  Jobs  that  would  not  have  been  possible 
otherwise.  If  restrictions  were  reduced  further,  an  even  greater  vol- 
ume of  vehicles  could  be  shipped. 

Navistar  International  of  Chicago,  one  of  the  United  States'  larg- 
est truck  manufacturers,  has  been  able  to  increase  its  sales  in  Mex- 
ico in  recent  years  to  offset  a  severe  decline  in  U.S.  sales. 
Navistai^s  exports  to  Mexico  have  increased  from  $6  million  in 
1989  to  $100  million  in  1992.  Navistar  expects  the  market  to  grow 
even  more  under  NAFTA  as  trade  barriers  are  reduced  and  the 
growing  Mexican  economy  needs  even  more  trucks. 

Western  Digital  of  Irvine,  CA,  employs  7,000  people  and  is  recog- 
nized as  a  leader  in  the  design  and  manufacture  of  high-quality 
hard  disk  drives,  semiconductors,  and  board  level  products  for  the 
computer  industry.  Western  Digital  strongly  supports  NAFTA  be- 
cause the  agreement  will  eliminate  the  existing  15  percent  tariff  on 
computer  parts  entering  Mexico.  Elimination  of  this  tariff  will  di- 
rectly result  in  an  increase  of  employment  by  2  percent  at  Western 
Digital's  semiconductor  fabrication  facility  in  Irvine.  Also,  increased 
competitiveness  will  allow  Western  Digital  to  create  additional  U.S. 
jobs  in  areas  such  as  research,  development,  and  marketing. 

Jim  Walter  International  Sales  Corp.  of  Tampa  Bay,  FL,  is  a 
trading  company  for  building  materials.  The  company's  sales  in 
Mexico  directly  support  30  jobs,  which  the  company's  president  at- 
tributes in  part  to  Mexico's  trade  liberalization. 

I  could  have  taken  some  other  examples.  These  are  not  nec- 
essarily the  biggest  cases.  What  I  wanted  to  show  was  that  we  be- 
lieve this  agreement  has  benefits  for  both  large  companies  and 
small  companies,  and  it  is  important  to  emphasize  that  all  compa- 
nies across  the  spectrum  can  benefit  from  this  agreement. 

Let  me  address,  with  another  example,  what  is  probably  the  sin- 

f;le  biggest  myth  about  NAFTA.  It  is  that  the  United  States  will 
ose  jobs  because  the  United  States  companies  will  move  to  Mexico 
to  take  advantage  of  cheap  labor.  This  makes  a  great  sound  bite 
but  I  am  afraid  it  just  is  not  true. 
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First,  labor  is  only  one  of  a  myriad  of  costs  faced  by  companies. 
As  such,  labor  costs  are  only  one  of  the  many  factors  to  be  consid- 
ered when  making  an  investment.  For  example,  according  to  the 
U.S.  Office  of  Technology  Assessment,  direct  labor  accounts  for  per- 
haps 10  percent  of  the  costs  in  auto  assembly  plants  and  even  less 
for  engines. 

Other  costs  that  affect  investment  decisions  include  worker  pro- 
ductivity, the  condition  of  infrastructure,  access  to  markets,  and  ac- 
cess to  and  cost  of  inputs.  The  United  States  holds  significant  ad- 
vantages in  all  of  these  factors.  In  particular,  U.S.  workers  are,  on 
average,  at  least  five  times  more  productive  than  Mexican  workers. 

Quality  Coils  of  Connecticut  has  learned  the  hard  way  how  im- 
portant these  U.S.  advantages  are.  In  1989  Quality  Coils  closed  its 
Stonington,  CT,  factory  andmoved  production  to  Juarez,  Mexico  in 
order  to  take  advantage  of  "cheap  labor." 

This  year,  however,  Quality  Coils  has  moved  its  facility  back  to 
Stonington.  Why?  Because  it  discovered  that  Mexico's  lower  nomi- 
nal wages  did  not  begin  to  match  the  other  advantages  offered  by 
the  United  States.  The  New  York  Times  quoted  Quality  Coils' 
president  as  saying,  "What  we  learned  down  in  Mexico  was  that 
the  up-front  wages  might  look  a  lot  less  expensive.  What  we  found 
is  that  the  Connecticut  worker  is  far  more  productive."  The  com- 
pany expects  to  save  $150,000  a  year  by  producing  in  the  United 
States  rather  than  Mexico. 

Finally,  in  judging  whether  this  agreement  is  good  for  the  United 
States  or  not,  I  think  it  makes  sense  to  ask  whether  or  not  we  are 
better  off  without  it. 

My  written  statement  develops  the  argument  that  despite  im- 
provements over  the  last  few  years,  Mexico  still  maintains  many 
significant  barriers  to  American  exports. 

Let  me  just  read  to  you,  if  I  may,  from  the  conclusion  we  draw 
from  that  analysis.  If  you  are  against  NAFTA,  you  are  against  cre- 
ating a  level  playing  field  with  our  third  largest  trading  partner 
and  our  second  largest  market  for  manufactured  goods.  If  you  are 
against  NAFTA,  you  are  for  maintaining  an  economic  relationship 
that  is  blatantly  one-sided  and  harmful  to  this  country;  you  are  for 
allowing  other  countries  to  require  that  U.S.  companies  move  in- 
vestment abroad  to  sell  in  their  markets;  you  are  for  allowing  those 
countries  to  require  that  our  foreign  investment  be  used  to  service 
the  U.S.  market;  you  are  for  barriers  to  service  providers  that  block 
U.S.  access  to  Mexico's  $146  billion  services  market.  This  status 
quo  is  obviously  unfair  to  our  country. 

The  question  before  the  Congress  is  whether  NAFTA  will  im- 
prove upon  it.  I  believe  the  answer  to  that  question  is  clearly  yes. 

During  the  recent  Presidential  campaign,  we  heard  a  lot  about 
the  giant  sucking  sound  to  the  south.  My  summary  of  that  is  that 
the  only  sucking  sound  we  are  likely  to  hear  in  the  years  after 
NAFTA  is  implemented  will  be  the  sound  made  by  American  ex- 
ports, made  by  American  workers,  going  south  to  meet  the  growing 
demand  for  quality  products  from  an  increasingly  stable  and  pros- 
perous Mexico.  It  is  a  sound  we  had  ought  to  be  doing  everything 

we  can  to  encourage. 
Thank  you,  Mr.  Chairman 
[The  prepared  statement  of  Mr.  Morns  follows:! 
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STATEMENT  OF  ROBERT  J.  MORRIS 

SENIOR  VICE  PRESIDENT 

U.S.  COUNCIL  FOR  INTERNATIONAL  BUSINESS 

ON  BEHALF  OF  USA*NAFTA,  INC. 

BEFORE 

THE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

SUBCOMMITTEE  ON  EMPLOYMENT,  HOUSING  AND  AVIATION 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

THURSDAY,  MAY  27,  1993 

INTRODUCTION 

Mr.  Chairman  and  members  of  the  Committee,  I  am  pleased 
to  be  here  to  discuss  the  North  American  Free  Trade  Agreement 
("NAFTA") .  My  name  is  Robert  J.  Morris,  and  I  am  Senior  Vice 
President  of  the  U.S.  Council  for  International  Business  (the 
"Council").  I  very  much  appreciate  this  opportunity  to  share 
with  you  why  the  NAFTA  will  help  the  U.S.  economy  and  increase 
U.S.  competitiveness,  and  thereby  create  U.S.  jobs. 

I  am  appearing  today  on  behalf  of  both  the  Council  and 
USA*NAFTA,  Inc.,  of  which  the  Council  is  a  member.   USA*NAFTA  is 
a  coalition  of  approximately  1300  companies  and  organizations 
that  support  ^approval  and  implementation  of  the  NAFTA. 
USA*NAFTA's  membership  ranges  from  large  corporations  and 
organizations  to  small  businesses  all  across  America.  This  is  a 
diverse  membership,  but  we  are  all  united  by  a  common  belief  -- 
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that  the  NAFTA  is  an  essential  part  of  this  nation's  economic 
future . 

The  debate  over  the  NAFTA  has  often  been  a  heated  one, 
and  on  occasion  the  rhetoric  has  been  taken  too  far.   It  is 
unfortunate  that  the  debate  is  being  clouded  by  myths  about  the 
NAFTA  and  its  effects.  As  we  in  the  United  States  consider  the 
NAFTA,  it  is  important  that  we  look  behind  this  smokescreen  and 
make  an  honest  and  realistic  assessment  of  the  NAFTA.   In  my 
testimony  I  will  avoid  generalities  and  focus  on  specific, 
established  facts  that  should  dispel  some  of  the  myths  about  the 
NAFTA. 

The  Low  Wage  Labor  Fallacy 

Perhaps  the  single  biggest  myth  about  NAFTA  is  that 
U.S.  companies,  especially  manufacturing  companies,  will  run  to 
Mexico  to  take  advantage  of  cheap  labor  there.  This  makes  a 
great  sound  bite,  but  it  just  isn't  true.  Wages  may  be  low  in 
Mexico,  but  review  of  the  facts  should  make  it  apparent  why  there 
will  not  be  massive  job  flight  to  Mexico. 

First,  labor  is  only  one  of  a  myriad  of  costs  of 
production  faced  by  a  companies.  As  such,  it  is  only  one  of  the 
many  factors  to  be  considered  when  making  an  investment  decision. 
For  example,  according  to  the  U.S.  Office  of  Technology 
Assessment,  direct  labor  accounts  for  perhaps  10  percent  of  costs 
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in  auto  assembly  plants,  and  even  less  for  engines.  Other 
important  costs  of  production  and  factors  in  investment  decisions 
include:   (1)  worker  productivity,  (2)  the  condition  of 
infrastructure,  (3)  access  to  markets,  and  (4)  access  to  and  cost 
of  inputs.   For  any  of  these  other  items,  Mexico  is  clearly 
inferior  to  the  U.S.  and  many  other  countries. 

In  particular,  opponents  of  NAFTA  really  sell  the 
United  States,  and  especially  the  U.S.  worker,  short.   A  Mexican 
worker  might  make  a  smaller  wage,  but  he  is  not  a  bargain  if  he 
cannot  provide  the  desired  level  of  productivity.   U.S.  workers 
have  productivity  that  is  among  the  highest  in  the  world.   This 
productivity  stems  from  their  skills,  education,  access  to  high 
quality  capital  equipment,  and  superior  infrastructure.   U.S. 
workers  are  as  much  as  five  times  more  productive  than  Mexican 
workers.   Furthermore,  U.S.  workers'  productivity  continues  to 
have  a  strong  rate  of  growth.   In  fact,  in  1991,  our  productivity 
growth  was  greater  than  Japan's. 

Our  country's  attraction  for  investment  results  not 
only  from  our  highly  productive,  educated,  and  skilled  workers. 
We  also  have  excellent  transportation  facilities,  a  superior 
communications  infrastructure,  high  quality,  reliable  suppliers, 
and  a  huge  consumer  market.   U.S.  companies  surely  realize  this, 
because  they  continue  to  invest  in  the  United  States. 
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Quality  Coils  of  Connecticut  has  certainly  learned  this 
lesson.   Quality  Coils  is  a  producer  of  electromagnetic  coils  for 
refrigeration  equipment,  motors,  relays,  and  signaling  devices. 
In  1989,  it  closed  its  Stonington,  Connecticut  factory  and  moved 
production  to  Juarez,  Mexico.   Well,  this  year,  Quality  Coils 
moved  its  facility  back  to  Stonington.   Why?   Because  it 
discovered  that  Mexico's  lower  nominal  wages  did  not  begin  to 
match  the  other  advantages  offered  by  the  United  States.   Quality 
Coil's  President  said  "what  we  learned  down  in  Mexico  is  that  the 
up- front  wages  might  look  a  lot  less  expensive;  what  we  found  is 
that  the  Connecticut  worker  is  far  more  productive."   The  company 
expects  to  save  $150,000  a  year  by  producing  in  the  U.S.  rather 
than  in  Mexico. 

The  experience  of  Quality  Coils,  that  labor  costs 
cannot  dictate  investment  decisions,  is  confirmed  by  overall 
trends  in  our  economy. 

•  First,  we  have  had  duty  free  treatment  with 
Caribbean  countries  since  1982  under  the  Caribbean 
Basin  Initiative  (CBI) ,  and  have  not  seen  job 
flight  there.   Despite  low  wages  in  these 
countries,  U.S.  exports  to  CBI  nations  have  grown 
twice  as  fast  as  imports  from  them  since  1982. 

•  Second,  in  1990,  about  75  percent  of  the  $33.4 
billion  U.S.  foreign  direct  investment  total  was 
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invested  in  developed  countries.   Thus,  the  idea 
that  U.S.  firms  invest  overseas  principally  to 
escape  high  wages  is  totally  wrong. 

•  Third,  manufacturing  currently  provides  23  percent 
of  U.S.  GDP,  a  post  WWII  high.   This  would  hardly 
be  the  case  if  labor  costs  controlled  investment 
decisions. 

•  Fourth,  U.S.  firms  already  are  free  to  use  low 
wage  Mexican  labor,  without  NAFTA,  because  the 
average  U.S.  tariff  on  Mexican  goods  is  only  3.9 
percent.   The  effective  rate  can  be  even  lower  for 
firms  which  use  maquiladoras  (which  incidentally 
will  be  phased  out  under  NAFTA) .   Yet,  far  from 
losing  jobs  to  Mexico,  the  U.S.  economy  has  gained 
almost  200,000  net  jobs  in  recent  years  because  of 
trade  with  Mexico 

This  pattern  is  borne  out  in  U.S.  investment  in  Mexico. 
Local  sales  accounted  for  70%  of  total  sales  by  majority -owned 

Mexican  affiliates  of  U.S.  firms  in  1990.   Only  25%  of  these 

firms'  sales  were  to  the  U.S.   Perhaps  most  telling  is  the  fact 

that  the  fastest  growth  in  U.S.  and  overall  investment  in  Mexico 

has  been  in  the  service  sector;  in  1990,  30.1%  of  U.S.  investment 

in  Mexico  went  to  service  industries.   This  investment  is  clearly 
targeted  at  the  Mexican  market . 
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Thus,  the  argument  that  low  Mexican  wages  will  cause  a 
flood  of  U.S.  jobs  south  of  the  border  is  mistaken.   The  facts 
show  that  liberalized  trade  with  Mexico  increases  U.S.  exports 
and  creates  U.S.  jobs. 

Rejecting  the  NAFTA  Means  Accepting  the  Statu*  Quo, 
Which  Hurts  the  United  States  Economy 

Another  myth  about  NAFTA  is  that  it  is  a  bad  agreement 
unless  it  perfects  every  aspect  of  our  economic  relationship  with 
Mexico.   Opponents  of  NAFTA  continually  compare  how  we  will  fare 
under  NAFTA  to  how  we  would  fare  in  a  perfect  world.   Opponents 
say  that  NAFTA  will  cause  jobs  to  flood  to  Mexico  because  of 
cheap  labor  there,  but  the  reality  is  that  Mexico  has  cheap  labor 
even  without  NAFTA.   Opponents  say  that  NAFTA  will  remove 
protective  U.S.  trade  barriers,  but  they  ignore  the  reality  that 
the  Mexican  trade  barriers  targeted  for  removal  are  much  higher 
than  ours .   Opponents  say  that  NAFTA  does  not  guarantee  that 
Mexico  will  enforce  its  environmental  laws  as  rigorously  as  does 
the  United  States,  but  they  ignore  the  reality  that  without 
NAFTA,  Mexico  will  have  reduced  economic  means  and  political 
impetus  for  environmental  protection.   Opponents  compare  NAFTA  to 
a  perfect  world,  but  we  obviously  do  not  live  in  a  perfect  world. 

In  assessing  NAFTA,  we  must  compare  it  to  the  real 
world.   As  Ambassador  Kantor  has  stated,  the  question  that  faces 
us  is  whether  we,  the  United  States,  will  be  better  with  NAFTA  in 
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the  long  run  or  without  it.  Without  NAFTA,  we  will  be  left  with 
the  current,  real  world  Mexican  policy  towards  imports  from  the 
United  States. 

Although  Mexico  has  liberalized  its  trade  and 
investment  regime  in  recent  years,  its  policies  are  still 
unacceptable.   The  attached  table  demonstrates  ways  in  which 
Mexican  policy  hurts  the  U.S.   I  would  like  to  expand  on  this 
information  a  bit. 

Mexico  denies  us  full  access  to  its  market  of  86 
million  people  by  maintaining  high  barriers  to  imports  of  all 
goods,  manufactured  and  agricultural.  Mexico's  average  tariff  of 
10  percent  is  over  2-1/2  times  our  average  tariff  of  3.9  percent. 
Moreover,  Mexico  maintains  strict  import  licensing  schemes  and 
other  nontariff  trade  barriers  that  reduce  U.S.  exports.   This 
obviously  hurts  U.S.  companies,  for  whom  export  sales  are 
extremely  important.   Thus,  U.S.  firms  that  want  to  sell  in  the 
Mexican  market  are  forced  to  invest  there  in  order  to  jump 
Mexico's  high  trade  barriers,  rather  than  simply  exporting  from 
U.S.  factories. 

Mexico's  investment  regulations  make  it  even  more 
difficult  for  U.S.  companies  to  export  to  our  neighbor.   Mexico 
allows  relatively  free  investment  in  Mexico,  with  the  exception 
of  certain  sectors,  but  then  limits  what  companies  can  do  once 
they  invest.   For  example: 
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•  Companies  that  invest  in  Mexico  are  in  many 
instances  prevented  by  Mexican  law  from  purchasing 
U.S.  parts  and  products.   For  example,  Mexican 
local  content  rules  require  auto  manufacturers  to 
purchase  36  percent  of  their  components  from 
domestic  suppliers. 

•  Mexican  law  requires  that  foreign- owned  production 
facilities  export  a  significant  percentage  of 
their  output,  typically  to  the  U.S.   For  example, 
Mexico's  Auto  Decree  requires  that  any  imports  of 
vehicles  by  an  auto  manufacturer  in  Mexico  be 
matched  by  double  the  value  of  its  exports. 

In  addition,  Mexico  currently  maintains  significant 
barriers  to  U.S.  services  exports,  which  affect  many  of  our  most 
successful  industries.   Overall,  U.S.  sales  of  services  worldwide 
are  approximately  $257  billion,  and  yet  U.S.  services  sales  to 
Mexico,  our  third  largest  trading  partner,  are  only  about  $8 
billion,  in  a  market  of  $146  billion.   U.S.  services  companies 
are  frequently  subject  to  discriminatory  and  nontransparent 
licensing  and  certification  requirements.   U.S.  services 
companies  are  also  frequently  required  to  establish  a  presence  in 
Mexico,  hiring  Mexican  instead  of  U.S.  workers,  before  they  can 
compete  in  the  Mexican  market. 
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Thus,  the  current  status  in  Mexico  is  one  under  which 
U.S.  companies  are  impeded  from  free  operations  and  U.S.  exports 
are  reduced  in  many  ways.   This  situation  hurts  U.S.  exports  and 
competitiveness  and  costs  U.S.  jobs.   It  has  been  unacceptable 
for  years,  and  despite  some  recent  changes  in  Mexican  law,  is 
still  unacceptable. 

Congress  has  insisted  for  over  a  decade  that  our 
trading  partners  maintain  a  level  playing  field.   You  have  been 
right  to  do  that,  and  we  support  your  continuing  demands  for 
fairness  from  other  nations,  especially  our  neighbors. 

NAFTA  provides  that  essential  fairness.   If  you  are 
against  the  NAFTA,  you  are  against  creating  a  level  playing  field 
with  our  third  largest  trading  partner,  and  our  second  largest 
market  for  manufactured  goods.   If  you  are  against  NAFTA,  you  are 
for  maintaining  an  economic  relationship  that  is  blatantly  one- 
sided and  harmful  to  this  country.   You  are  for  allowing  other 
countries  to  require  that  U.S.  companies  move  investment  abroad 
to  sell  in  their  markets.   You  are  for  allowing  those  countries 
to  require  that  our  foreign  investment  be  used  to  service  the 
U.S.  market.   You  are  for  barriers  to  services  providers  that 
block  U.S.  access  to  Mexico's  $146  billion  services  market.  This 
status  quo  is  obviously  unfair  to  our  country.  The  question 
before  Congress  is  whether  NAFTA  will  improve  upon  it.  I  believe 
the  answer  to  this  question  is  clearly  yes. 
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The  NAFTA  Means  More  U.S.  Exports  to  Mexico, 
Which  Means  More  High- Paying  U.S.  Jobs 

The  NAFTA,  very  simply,  would  remove  the  barriers  to 
trade  that  I  have  just  described.   It  would  eliminate  all  tariffs 
and  most  non- tariff  barriers,  as  well  as  reduce  restraints  on 
U.S.  companies  in  Mexican  government  procurement,  and  impediments 
to  U.S.  services  exports.   Since  Mexico's  trade  barriers  are  so 
much  higher  than  ours,  NAFTA  will  have  a  far  greater  effect  on 
the  flow  of  goods  and  services  into  Mexico  than  on  the  flow  into 
the  United  States.   This  trade  liberalization  will  increase  U.S. 
exports  and  create  U.S.  jobs. 

The  benefits  for  the  U.S.  of  trade  with  Mexico  have 
already  been  demonstrated.   Since  1986,  Mexico  has  gradually 
removed  some  of  its  trade  barriers.   The  result  has  been  that 
U.S.  exports  to  Mexico  have  soared. 

•  Since  1986,  U.S.  exports  to  Mexico  have  increased 
by  227%,  from  $12.4  to  $40.6  billion. 

•  Mexico  is  now  our  third  largest  export  market,  and 
our  second  largest  for  manufactured  goods. 

•  The  U.S.  trade  balance  with  Mexico  has  gone  from  a 
$4.9  deficit  in  1986  to  a  $5.4  billion  surplus  in 
1992,  larger  than  our  trade  surplus  with  any  other 
country. 
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•  66%  of  Mexico's  imports  in  1991  came  from  the  U.S. 

•  Perhaps  most  relevant  to  our  discussion  today  is 
the  fact  that  we  have  a  $7.5  billion  manufactured 
goods  surplus  with  Mexico. 

The  future  holds  even  greater  promise.   With  the  NAFTA, 
most  of  Mexico's  remaining  trade  barriers  will  be  removed.   This 
will  lock  in  Mexico's  economic  opening,  which  is  not  currently 
guaranteed.   For  example,  a  few  months  ago,  Mexico  imposed  new 
tariffs  on  imports  of  cattle  and  beef  ranging  from  15  to 
25  percent.   With  the  NAFTA,  Mexican  trade  barriers  will  be 
brought  down  and  kept  down. 

Just  as  important  as  opening  up  Mexico  to  U.S.  goods 
and  services  is  guaranteeing  Mexico's  continued  economic  growth. 
The  expansion  of  Mexico's  economy  has  already  been  impressive: 
3.6  percent  in  1991,  compared  to  a  contraction  of  3.8  percent  in 
1986.   However,  a  continuation  of  this  trend  is  not  guaranteed. 
NAFTA,  by  creating  the  environment  necessary  for  continued 
economic  reform  and  stability,  will  help  to  lock  in  Mexico's 
growth. 

Expansion  of  the  Mexican  economy  can  only  benefit  U.S. 
companies.  As  Mexico  grows,  it  must  make  further  investments  in 
its  infrastructure  and  industry.  Research  has  shown  that  the 
U.S.  is  very  competitive  in  producing  the  sorts  of  capital  goods 
that  Mexico  will  import  to  improve  its  capital  base. 
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Furthermore,  increased  disposable  income  in  the  hands  of  Mexicans 
means  increased  consumption  of  U.S.  made  goods.  Mexicans  have 
among  the  highest  per  capita  propensity  in  the  world  to  buy  U.S. 
goods:   $380  annually.   Compare  that  with  $360  for  South  Koreans, 
who  have  twice  the  income. 

The  data  shows  that,  with  a  NAFTA  and  economic 
expansion  in  Mexico,  U.S.  exports  to  Mexico  will  benefit  greatly: 

•  For  every  dollar  earned  in  Mexico,  IS  cents  is 
spent  on  U.S.  goods  and  services. 

•  For  every  dollar  spent  on  imports  in  Mexico,  70 
cents  is  spent  on  U.S.  goods  and  services. 

•  A  study  by  the  Institute  for  International 
Economics  predicts  that  in  the  foreseeable  future, 
exports  to  Mexico  will  increase  by  $16.7  billion. 
The  study  further  predicts  an  annual  trade  surplus 
with  Mexico  of  $7  to  $9  billion  by  1995,  and 
perhaps  $9  to  $12  billion  in  the  next  decade. 

These  increased  U.S.  exports  mean  more  U.S.  jobs.  The  Department 
of  Commerce  has  estimated  that  every  $1  billion  of  U.S.  exports 
translates  into  19,000  jobs  in  this  country.  U.S.  exports  to 
Mexico  in  1992  totalled  $40.6  billion,  which  means  supplying  the 
Mexican  market  supported  over  770,000  jobs  in  the  U.S.  Bvery 
reliable  study  that  has  been  done  on  the  NAFTA' s  effect  on 
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employment  in  the  U.S.  has  shown  that  there  will  be  a  gain  of 
jobs: 

•  Institute  for  International  Economics:   171,000, 

•  University  of  Maryland,  64,000, 

•  Professor  Dornbusch  of  MIT,  at  least  150,000. 

These  numbers  reflect  net  job  gains,  that  is,  the  number  of  jobs 
gained  after  subtracting  the  number  of  jobs  lost. 

There  has  been  much  ado  about  the  study  of  the  NAFTA 
prepared  by  Pat  Choate  and  relied  upon  by  Ross  Perot,  entitled, 
"U.S.  Jobs  at  Risk:   Vulnerable  U.S.  Industries  and  Jobs  Under 
NAFTA".   This  study  is  a  hatchet  job  that  does  not  even  attempt 
to  calculate  jobs  that  Americans  might  lose  due  to  NAFTA;  it 
simply  identifies  industries  in  which  payroll  constitutes  more 
than  twenty  percent  of  sales.   Indeed,  many  workers  identified  as 
"at  risk"  are  employed  in  high-tech  industries  that  produce  goods 
such  as  sonar  equipment,  process  controls,  medical  equipment  and 
telecommunications.   They  are  frequently  scientists,  engineers, 
analysts,  programmers  and  technicians.   The  competitiveness  of 
these  workers  is  derived  not  from  low  wages  but  from  high  skills; 
no  one  seriously  argues  that  their  jobs  are  threatened  by  NAFTA. 

The  results  of  the  Choate  study  are  belied  by  common 
sense.  The  Choate  study's  idea  that  half  of  all  U.S. 
manufacturing  jobs  would  be  vulnerable  under  NAFTA  is  ridiculous 
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because  Mexico's  economy  is  only  4  percent  as  large  as  the  U.S. 
economy  and  the  U.S.  market  is  largely  open  to  Mexican  goods 
already.   Moreover,  the  presentation  of  results  in  the  Choate 
study  artificially  inflates  the  industry  impacts.   The  study 
mixes  data  for  individual  industries  with  data  that  summarize 
industry  groups,  and  fails  to  clearly  identify  the  subtotals  as 
such  -  -  causing  the  nontechnical  reader  to  overstate  the  number 
of  jobs  "at  risk"  in  any  given  U.S.  industry.   For  example,  the 
Perot/Choate  study's  detailed  industry  estimates  of  U.S. 
production  workers  exceed  the  total  number  of  U.S.  production 
workers . 

The  NAFTA  likely  will  result  in  some  worker 
displacement,  but  this  must  be  looked  at  in  the  proper 
perspective.   The  Institute  for  International  Economics  has 
estimated  that  145,000  workers  will  be  displaced  over  5  years  by 
the  NAFTA,  as  compared  to  315,000  jobs  gained.   The  impact  of 
this  worker  displacement  will  be  easily  absorbed  in  the  dynamic 
U.S.  economy,  which  has  an  average  labor  mobility  of  31  million 
jobs  a  year.   Moreover,  the  business  community,  as  well  as  the 
Administration  and  many  in  Congress,  supports  the  inclusion  of 
adequate  and  effective  adjustment  and  worker  retraining  program 
in  the  NAFTA  implementing  legislation. 

There  has  been  a  lot  of  talk  of  the  need  in  this 
country  to  provide  not  just  jobs,  but  good,  high  wage  jobs. 
Well,  export  related  jobs  have  been  shown  to  pay  wages  17%  higher 
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than  the  U.S.  average.   These  jobs  are  in  the  sectors  of  the 
economy  that  the  U.S.  would  like  to  promote,  including  auto 
parts,  computers  &  industrial  equipment,  electronics, 
transportation  equipment,  chemicals,  and  scientific  instruments. 

In  addition  to  manufacturing,  important  services 
sectors  will  benefit  from  greater  trade  with  Mexico.   Services 
now  account  for  two-thirds  of  U.S.  GNP.   The  NAFTA  is  the  first 
international  agreement  to  eliminate  trade  barriers  for  virtually 
all  services.   Mexico's  liberalization  of  investment  restrictions 
will  open  up  Mexico's  $146  billion  services  market  to  our 
companies.   This  means  incredible  opportunities  for  important 
U.S.  businesses  such  as  banks,  insurance  companies, 
telecommunications  firms,  and  construction  and  engineering 
companies.   In  fact,  despite  heavy  restrictions,  U.S.  services 
exports  to  Mexico  more  than  doubled  between  1987  and  1991.   The 
NAFTA  can  only  accelerate  this  trend. 

Furthermore,  many  agricultural  sectors  will  benefit 
from  the  NAFTA.   Commodities  such  as  corn,  wheat,  cotton, 
tobacco,  and  poultry  will  benefit  from  the  NAFTA' s  removal  of 
tariffs  and  import  license  requirements.   Increased  Mexican 
demand  from  a  growing  economy  will  further  benefit  U.S.  farmers. 

Let's  look  at  specific  concrete  figures  and  examples 
that  show  the  benefit  of  the  NAFTA  and  of  trade  with  Mexico. 
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•  Trade  with  our  southern  neighbor  already  is 
helping  U.S.  industry  in  every  sector  and  all  over 
across  the  country.   U.S.  export  growth  has  been 
broad-based;  exports  to  Mexico  increased  in  48  of 
the  50  states  between  1987  and  1992. 

•  Trade  with  Mexico  provides  great  benefits  to  our 

manufacturing  base.   Even  with  current  high 

tariffs,  Mexico  is  one  of  our  best  markets  for 

manufactured  goods,  even  in  "import  sensitive" 

industries  such  as  textiles,  auto  parts,  and 

steel .   Here  are  some  examples  of  how  our  trade 

with  Mexico  has  soared  from  1987  through  1992: 

o    Minnesota's  exports  of  industrial  machinery 

and  computers  to  Mexico  have  increased  by  206 
percent  to  $125.8  million.   NAFTA  will  spur 
these  exports  by  eliminating  tariffs  (for 
example,  10-20  percent  for  computers) , 
improving  protection  of  intellectual 
property,  and  opening  up  Mexican  government 
procurement . 

o    Michigan's  exports  of  electric  &  electronic 
equipment  have  increased  by  363  percent  to 
$94.1  million.   NAFTA  will  increase  these 
exports  by  eliminating  tariffs  of  up  to  20 
percent,  opening  up  Mexican  government 
procurement,  and  improving  intellectual 
property  protection. 

o    Illinois'  exports  of  transportation  equipment 
have  increased  by  638  percent  to  $164.8 
million.   NAFTA  will  allow  these  exports  to 
increase  even  further  by  eliminating  Mexican 
tariffs,  quotas,  and  local  content 
requirements  (which  reduce  U.S.  exports  of 
auto  parts) . 
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California's  exports  of  electric  &  electronic 
equipment  have  increased  by  248  percent  to 
$1.5  billion.   NAFTA  will  increase  these 
exports  by  eliminating  tariffs  of  up  to  20 
percent,  opening  up  Mexican  government 
procurement,  and  improving  intellectual 
property  protection. 

New  York's  exports  of  scientific  and 
measuring  instruments  to  Mexico  have 
increased  by  121  percent  to  $121.5  million. 
NAFTA  will  boost  these  exports  by  eliminating 
Mexican  import  licenses  and  tariffs  as  high 
as  20  percent,  as  well  as  opening  up  Mexican 
government  procurement . 

Pennsylvania's  exports  of  primary  metals  have 
increased  by  893  percent  to  $188.5  million. 
NAFTA  will  facilitate  further  exports  by 
eliminating  tariffs  (which  average  8.2%  on  a 
trade -weighted  basis) ,  opening  up  Mexican 
government  procurement,  and  expanding  the 
Mexican  economy,  increasing  infrastructure 
growth  and  demand  for  steel. 

Connecticut's  exports  of  electric  & 
electronic  equipment  have  increased  by  239 
percent  to  $38.9  million.   NAFTA  will 
increase  these  exports  by  eliminating  tariffs 
of  up  to  20  percent,  opening  up  Mexican 
government  procurement,  and  improving 
intellectual  property  protection. 

Florida's  exports  of  paper  products  to  Mexico 
have  increased  by  346  percent  to  $68.6 
million.   By  eliminating  tariffs  of  10-20 
percent  and  opening  up  Mexican  government 
procurement,  NAFTA  will  further  open  up  the 
Mexican  market  to  paper  producers. 

Rhode  Island's  exports  of  chemical  products 
have  tripled  to  $4.3  million.   NAFTA  will 
enable  these  exports  to  grow  further  by 
eliminating  tariffs  of  10-20  percent, 
eliminating  non- tariff  barriers  such  as 
import  license  requirements,  opening  up 
Mexican  government  procurement,  and  improving 
protection  of  intellectual  property. 

Nevada's  exports  of  industrial  machinery  and 
computers  have  increased  by  417  percent  to 
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$1.9  million.   NAFTA  will  spur  these  exports 
by  eliminating  tariffs  of  (for  example,  10- 
20  percent  for  computers) ,  improving 
protection  of  intellectual  property,  and 
opening  up  Mexican  government  procurement. 

These  statistics  are  useful  to  show  the  United  States' 
success  in  the  Mexican  market  on  a  state-by- state  basis.   But  it 
is  important  to  remember  that  these  statistics  represent  real 
exports  that  will  create  real  jobs  for  real  people. 

o    Padco,  Inc.  of  Minneapolis  manufactures 

printing  tools.   Mexican  tariffs  hurt  its 
products'  competitiveness  against  Mexican- 
made  products.   Without  NAFTA,  Padco  will  be 
forced  to  produce  in  Mexico  or  elsewhere  in 
Latin  America  in  order  to  achieve  its  full 
sales  potential.   With  NAFTA,  Padco  is  well- 
positioned  to  become  the  major  source  of  its 
products  in  Mexico,  and  estimates  an  increase 
from  $1,000,000  to  $3,000,000  or  more  in 
exports  from  its  U.S.  based  facility  to 
Mexico  . 

o    Control  Module,  Inc.  of  Enfield,  Connecticut 
manufactures  automatic  identification 
equipment.   It  was  awarded  an  $8  million 
contract  by  a  private  Mexican  firm  in  1990  to 
modernize  the  Mexican  government's  food 
distribution  system.   In  fulfilling  the 
contract,  CMI  increased  employment  and 
required  more  equipment,  raw  materials  and 
services  input.   CMI,  a  small  company  of  105 
employees,  had  not  supplied  its  products  to 
Mexico  prior  to  this  project,  which  was 
completed  in  1991.   A  senior  electronic 
technician  noted  that  the  first  project  with 
Mexico  brought  about  much  needed  work.   "The 
order  came  at  the  perfect  time.   Things  were 
slow.   My  wife  was  pregnant.   It  was  nice  to 
have  the  security  of  a  big  job." 

o    Ford  Motor  Company  of  Dearborn,  Michigan  has 
had  a  presence  in  Mexico  for  many  years,  but 
it  historically  has  been  barred  by  Mexican 
law  from  shipping  fully  assembled  cars  from 
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the  United  States.   Ford  immediately  began 
shipping  fully  assembled  new  vehicles  from 
the  U.S.  to  Mexico  after  Mexico  lifted  some 
of  its  restrictions  on  importing  automobiles 
in  1990.   Within  a  year,  Ford  shipped  more 
than  2,000  U.S . -manufactured  vehicles  to 
Mexico,  supporting  U.S.  jobs  that  would  not 
have  been  possible  otherwise.   If 
restrictions  were  reduced  further,  an  even 
greater  volume  of  vehicles  could  be  shipped. 

Navistar  International  of  Chicago,  one  of  the 
U.S.'s  largest  truck  manufacturers,  has  been 
able  to  increase  its  sales  in  Mexico  in 
recent  years  to  offset  a  severe  decline  in 
U.S.  sales.   Navistar' s  exports  to  Mexico 
have  increased  from  $6  million  in  1989  to 
$100  million  in  1992.   Navistar  expects  the 
market  to  grow  even  more  under  NAFTA  as  trade 
barriers  are  reduced  and  the  growing  Mexican 
economy  needs  even  more  trucks . 

Cal-State  of  San  Yaidro,  California  is  a 
broker  of  wood  products  and  is  the  largest 
Hispanic -owned  business  in  California.   Cal- 
State  purchases  all  its  supplies  in  the  U.S. 
"Mexico  has  allowed  us  to  remain  competitive. 
Because  of  supplier  contracts  with  two 
Mexican  firms  in  Tijuana,  sales  have 
increased  by  700  percent  and  employment  by  30 
percent.   The  free  trade  agreement  will  open 
up  that  market  even  further . " 

Detroit  Diesel  of  Detroit  manufactures  diesel 
engines.   Between  1991  and  1992  alone, 
Detroit  Diesel  increased  its  sales  to  Mexico 
by  over  80  percent  to  more  than  $65  million. 
Employment  directly  related  to  Detroit 
Diesel's  Mexican  business  has  increased  by  46 
percent . 

Western  Digital  of  Irvine,  California  employs 
7,000  people  and  is  recognized  as  a  leader  in 
the  design  and  manufacture  of  high  quality 
hard  disk  drives,  semiconductors  and  board 
level  products  for  the  computer  industry. 
Western  Digital  strongly  supports  NAFTA 
because  the  agreement  will  eliminate  the 
existing  15  percent  tariff  on  computer  parts 
entering  Mexico.   Elimination  of  this  tariff 
will  directly  result  in  an  increase  of 
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employment  by  two  percent  at  Western 
Digital's  semiconductor  fabrication  facility 
in  Irvine.  Also,  increased  competitiveness 
will  allow  Western  Digital  to  create 
additional  U.S.  jobs  in  areas  such  as 
research  and  development  and  marketing. 

Jim  Halter  International  Sales  Corporation  of 
Tampa  Bay,  Florida  is  a  trading  company  for 
building  materials.  The  company's  sales  in 
Mexico  directly  support  30  jobs,  which  the 
company's  president  attributes  in  part  to 
Mexico's  trade  liberalization. 


Thus,  Mexico's  recent  growth  has  provided  an  important 
export  market  and  hence  jobs  for  this  country.  By  eliminating 
trade  barriers,  and  boosting  Mexico's  economy,  the  NAFTA  would 
continue,  and  accelerate,  these  trends. 


opponents  of  the  NAFTA  have  actually  claimed  that 
it  is  bad  to  export  capital  goods  to  Mexico.  This  argument  seems 
to  be  based  on  the  idea  that  if  we  help  Mexico  expand  now,  we 
will  be  faced  with  destructive  competition  from  it  in  the  future. 
This  is  ridiculous.  Are  we  supposed  to  believe  that  Mexico  will 
not  develop  its  economy  if  we  don't  send  it  capital  goods?  If  we 
don't  do  it,  other  countries  like  Japan  obviously  will.  Mexico 
is  boosting  itself  up  into  the  industrialized  world,  whether  we 
like  it  or  not.  If  we  have  any  sense,  we  will  like  it,  both  for 
the  good  of  the  Mexican  people,  and  for  the  tremendous 
opportunities  it  presents  for  U.S.  business. 

The  production  of  capital  goods  is  exactly  the  kind  of 
industry  we  want  to  develop  to  keep  this  country's  manufacturing 
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base  strong.   In  the  past,  I've  heard  complaints  that  we  are 
losing  our  industrial  base  because  we  import  big  ticket  capital 
goods  and  machine  tools  instead  of  exporting  them.   Now,  we  find 
a  country  to  which  we  export  in  spades  and  people  complain.   Our 
neighbor  Mexico  is  a  natural  market;  let's  not  blind  ourselves  to 
this  opportunity. 

For  example,  Caterpillar  expects  to  benefit  greatly 
from  the  NAFTA,  as  it  predicts  infrastructure  projects  to 
increase  the  demand  for  its  lift  trucks,  diesel  engines,  and  gas 
turbine  engines  in  Mexico.   In  1990,  Caterpillar's  exports  to 
Mexico  created  work  for  about  900  U.S.  employees  as  well  as  for 
1,800  employees  of  its  suppliers.   Caterpillar  anticipates  that 
under  NAFTA,  its  exports  will  be  even  greater  and  it  will  be  able 
to  create  even  more  U.S.  jobs. 

Furthermore,  experience  shows  that  developing  countries 
run  deficits  for  a  long  time.   For  example,  Korea  ran  consistent 
current  account  deficits  from  1957  to  1981.  And  even  today,  we 
have  nearly  balanced  trade  with  Korea  --  an  amazing  fact  given 
our  government  budget  deficit  and  low  savings  rate.   There  is  no 
reason  why  we  will  not  have  the  same  experience  with  Mexico. 
Exports  to  Mexico  -  -  whether  capital  goods  or  not  -  -  are  still 
exports,  and  they  still  mean  U.S.  jobs  for  U.S.  workers. 
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Increased  Investment  In  Mexico  Will  Increase 
U.S.  Exports  and  Help,  Not  Burt,  the  U.S.  Economy 

One  of  the  most  misleading  myths  about  NAFTA  is  that 
investment  will  be  diverted  from  the  United  States  to  Mexico, 
derailing  the  entire  U.S.  economy.   Opponents  seek  to  inspire 
fear  that  U.S.  industry  will  pack  up  shop  and  rush  south  of  the 
border  leaving  the  United  States  a  virtual  ghost  town.   This  myth 
as  well  cannot  stand  up  to  the  light  of  cold,  hard  facts. 

First  of  all,  investment  in  Mexico  must  be  placed  in 
the  proper  perspective.   Last  year,  U.S.  companies  invested  $6 
billion  dollars  in  Mexico.   U.S.  companies  annually  invest  over 
$500  billion  in  new  plant  and  equipment  in  the  United  States. 
Thus,  while  the  U.S.  economy  is  24  times  as  large  as  Mexico's, 
U.S.  companies  invest  over  83  times  as  much  in  the  United  States 
as  they  do  in  Mexico.   This  is  what  I  mean  by  perspective. 
Mexico  is  a  small  country  compared  to  the  U.S.,  and  is  nowhere 
near  as  attractive  as  the  U.S.  or  other  developed  countries  are 
for  most  forms  of  investment.   Thus,  there  is  no  reason  to  fear 
that  our  industrial  base  will  be  left  to  rust  in  favor  of 
investment  in  Mexico. 

Of  course,  under  the  NAFTA,  U.S.  investment  in  Mexico 
likely  will  increase  from  its  current  base,  but  far  from  costing 
U.S.  jobs,  this  investment  will  increase  U.S.  exports.   Zirat, 
the  increased  investment  will  not  come  from  what  otherwise  would 
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have  been  investments  in  the  United  States.   It  will  mainly  come 
from  what  would  have  been  investments  in  third  countries  -  - 
primarily  southeast  Asia.   Moving  these  investments  to  Mexico 
will  greatly  benefit  our  economy: 

•  U.S.  investment  in  Mexico  generates  more  U.S. 
exports  (and  hence  investment  in  the  U.S.)  than 
U.S.  investment  in  other  parts  of  the  world.   U.S. 
subsidiaries  in  Mexico  spend  46  cents  out  of  every 
dollar  on  exported  U.S.  goods  and  services,  the 
highest  proportion  of  such  purchases  by  U.S. 
subsidiaries  anywhere  in  the  world.   In  addition, 
the  U.S.  content  of  products  sold  by  majority- 
owned  affiliates  of  U.S.  firms  in  Mexico  is  30%, 
more  than  three  times  higher  than  the  similar 
figure  for  the  rest  of  the  world. 

•  By  investing  in  Mexico  and  encouraging  its  growth, 
we  create  a  bigger  market  for  our  products  and 
services.   Mexico  has  a  proven  high  per  capita 
propensity  to  buy  U.S.  goods:   $380  a  year,  as 
compared  to  $360  for  Koreans  (with  twice  the 
income) ,  $284  for  Europeans,  and  $400  for  Japanese 
(with  10  times  the  income) . 

•  Trade  with  majority- owned  foreign  affiliates  of 
U.S.  firms  in  Mexico  is  roughly  balanced;  in 
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Southeast  Asia,  we  run  a  huge  deficit  in  such 
trade. 

•    Investment  and  production  in  Mexico  supports 

connected  jobs  in  the  U.S.,  especially  for  high 
wage  managerial,  research,  and  distribution  jobs. 

Second,  the  NAFTA  itself  will  increase  purchases  of 
U.S.  exports  by  U.S.  subsidiaries  in  Mexico.   The  NAFTA  will 
eliminate  the  many  unfair  Mexican  investment  rules  I  spoke  about 
earlier.   These  rules,  which  include  domestic  content 
requirements,  preferences  for  domestic  sourcing,  export 
performance  requirements,  trade  balancing  requirements,  and 
technology  transfer  requirements,  reduce  U.S.  exports.   The  NAFTA 
will  level  the  playing  field,  allowing  companies  in  Mexico  to  buy 
more  U.S.  goods  and  services,  creating  more  U.S.  jobs. 

Third,  the  NAFTA  will  enhance  the  competitiveness  of 
U.S.  industry  by  enabling  it  to  expand  regionally.  We  have  heard 
much  recently  about  the  globalization  of  markets  and  the  global 
economy.   These  are  not  just  buzzwords  or  intellectual  concepts; 
they  are  realities.   U.S.  companies  must  move  forward  to  sell  in 
global  markets  or  perish.   As  President  Clinton  pointed  out,  "we 
simply  cannot  go  backwards  when  the  rest  of  the  world  is  going 
forward  into  a  more  integrated  economy.   We  cannot  go  inward  when 
our  opportunities  are  so  often  outward." 
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Our  main  competitors,  Japan  and  Germany,  recognize  the 
challenges  and  opportunities  presented  by  the  global  economy. 
They  are  complementing  their  domestic  production  by  investing  in 
developing  countries  in  Asia  and  Eastern  Europe,  thereby 
increasing  their  competitiveness  as  well  as  establishing 
themselves  in  growing  new  markets.   The  U.S.  needs  to  do  the 
same:   invest  in  global  production,  or  be  doomed  to  lost 
competitiveness . 

NAFTA  Will  Not  Turn  Mexico  Into  an  Export 
Platform  for  Non-NAFTA  Countries 

I  would  like  to  briefly  address  yet  another  myth  about 
the  NAFTA:   that  Mexico  will  become  an  export  platform  to  the 
U.S.  for  non-NAFTA  countries.   This  criticism  plays  on  fears  of 
encroaching  Asian  and  European  imports  into  the  U.S.  that  would 
compete  with  domestic  producers. 

If  other  countries  wanted  to  use  Mexico  as  a  jumping 
point  to  the  U.S.,  they  would  be  doing  so  already.   Current  U.S. 
barriers  to  imports  from  Mexico  are  extremely  low:   an  average  of 
4.8  percent  for  tariff  barriers  and  8.5  percent  for  quantitative 
restrictions.   The  NAFTA  will  not  make  enough  of  a  difference  in 
these  barriers  to  invite  a  flood  of  investors  in  Mexico 
interested  in  an  export  platform. 

There  is  also  no  evidence  that  foreign  companies  have 
been  using  Mexico  as  an  export  platform  to  the  U.S  up  to  now. 
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From  1982  to  1991,  the  U.S.  has  consistently  had  between  60  and 
70  percent  of  the  foreign  direct  investment  stock,  in  Mexico. 
Japan's  share  actually  fell  dramatically,  from  7.3  to  4.7 
percent.   There  is  no  sign  of  a  change  in  this  trend.   Japan  and 
Germany  are  in  economic  downturns,  and  have  less  money  to  invest 
abroad.   Furthermore,  they  are  looking  to  their  neighbors  rather 
than  overseas  for  investment  opportunities. 

Let  us  not  forget  that  non-NAFTA  investors  in  Mexico 
will  still  face  current  Mexican  tariffs,  which  can  be  steep  -- 
for  example,  11  percent  on  machinery  and  equipment,  and  21.5 
percent  on  auto  parts.   The  appeal  of  duty  free  exports  to  the 
U.S.  are  counterbalanced  by  these  tariffs  that  will  remain  part 
of  the  cost  for  non-NAFTA  countries  of  setting  up  shop  and 
producing  in  Mexico. 

Furthermore,  our  negotiators  won  strict  rules  of  origin 
and  regional  content  in  the  NAFTA,  and  these  are  even  stricter 
for  import  sensitive  sectors.   In  fact,  these  rules  have  been 
criticized  by  some  economists  for  being  too  strict.   These  rules 
make  it  even  less  likely  that  Mexico  will  become  an  export 
platform  for  such  products  as  automobiles  and  auto  parts, 
textiles,  and  apparel. 

Conclusion 

As  I  stated  at  the  outset  of  my  testimony,  it  is 
important  that  the  debate  on  NAFTA  get  away  from  the  myths  that 
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have  prevented  clear  assessment  and  begin  to  focus  on  facts.   I 
believe  that  the  facts  amply  demonstrate  the  advantages  that  the 
NAFTA  holds  for  our  country.   First  and  foremost,  it  would  level 
the  currently  uneven  economic  playing  field  we  have  with  Mexico, 
our  largest  neighbor.   A  level  playing  field  will  lead  to  more 
U.S.  exports  and  more  U.S.  jobs.   The  United  States  has  much  to 
gain  from  NAFTA  in  particular  and  closer  economic  relations  with 
Mexico  in  general.   I  thank  you  for  this  opportunity  to  discuss 
why  the  NAFTA  deserves  your  support. 
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Mr.  Peterson.  Thank  you,  Mr.  Morris. 

On  that  last  point,  I  have  a  hard  time  understanding  how  there 
will  be  enough  buying  power  to  create  any  kind  of  sucking  sound. 

Mr.  Morris.  Right  now  the  Mexicans,  on  a  per  capita  basis,  actu- 
ally purchase  more  from  American  sources  than  do  countries  with 
much  higher  levels  of  income.  For  example,  it  is  estimated  that 
something  like  $380  per  capita — I  have  the  figures  in  my  testi- 
mony— I  may  not  be  able  to  put  my  finger  on  it  immediately. 

But  it  develops  the  point  that  Mexican  citizens  do,  in  fact,  pur- 
chase, per  capita,  much  higher  levels  of  U.S.  products  than  do,  for 
example,  on  a  per  capita  basis,  either  the  Koreans  or  the  Japanese. 

Mr.  Peterson.  I  was  not  talking  about  that.  Every  study  we 
have  seen  shows  that  they  are  not  going  to  significantly  increase 
wages  from  what  they  are.  So  it  probably  won't  change.  They  may 
be  spending  some  share  of  their  income,  but  I  don't  see  how  that 
will  change. 

Mr.  Morris.  Economic  growth  usually  does  promote  higher 
wages. 

Mr.  Peterson.  But  that  is  not  what  has  happened  so  far  with 
our  experience.  The  wages  have  gone  down. 

Mr.  Morris.  I  realize  the  base  you  are  using  is  1982.  As  Jeff 
Schott  pointed  out,  there  was  a  massive  decrease  in  real  income  at 
that  time  associated  with  the  debt  crisis  Mexico  was  going  through. 

Mr.  Peterson.  That  impacts  real  people. 

Mr.  Morris.  I  don't  dispute  that.  If  you  take  the  period  when  im- 

f>orts  from  the  United  States  increase  dramatically,  from  1986  to 
ast  year,  you  will  find  that  Mexican  buying  power  has  almost  cer- 
tainly gone  up  considerably  because  if  it  had  not,  why  would  our 
exports  be  going  up  so  dramatically^ 

Mr.  Peterson.  But  the  imports  coming  to  this  country  have  been 
going  up  as  we  well. 

Mr.  Morris.  Yes,  sir.  But  the  United  States  has  gone  from  a  net 
trade  deficit  with  Mexico  in  1986  to  a  net  trade  surplus  of  almost 
the  same  order  of  magnitude  in  1992.  The  swing  was  $10  billion. 
So,  it  has  clearly  been  to  our  advantage. 

Mr.  Peterson.  These  Mexican  workers  are  living  in  squalor 
down  there.  You  can  talk  all  you  want  about  all  these  numbers,  but 
figures  lie  and  liars  figure. 

The  truth  of  the  matter  is — those  people,  you  go  down  there  and 
look  at  what  is  going  on. 

Mr.  Morris.  I  am  not  going  to  dispute  that  there  might  be  de- 
plorable living  conditions  in  certain  parts  of  Mexico.  I  think  there 
are  deplorable  living  conditions  in  certain  parts  of  the  United 
States.  The  issue  is  whether  or  not  the  NAFTA  trade  agreement 
is  going  to  make  things  worse  or  better. 

Mr.  Peterson.  Well,  it  will  make  it  worse  for  the  people  who  are 
making  glass.  It  will  make  it  worse  for  my  sugar  growers. 

Mr.  Morris.  Incidently,  I  couldn't  agree  more  with  my  friend 
from  Pittsburgh  Plate  Glass.  Obviously,  what  we  want  is  more  lib- 
eralization. 

Mr.  Peterson.  How  do  you  explain  what  happened  to  them? 

Mr.  Morris.  Why  did  USTR  negotiate  an  unbalanced  trade 
agreement?  I  have  no  idea.  I  have  not  negotiated  trade  agreements 
in  several  years. 
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Mr.  Peterson.  Do  you  think  it  was  politics? 

Mr.  Morris.  I  have  absolutely  no  idea. 

Mr.  Peterson.  He  thinks  it  was  politics. 

Mr.  Morris.  He  is  entitled  to  his  opinion.  It  is  a  free  country. 

Mr.  Peterson.  Some  people  think  the  reason  for  entering  into 
this  agreement  is  to  strengthen  and  keep  the  PRI  in  power.  Is  that 
the  aim  of  your  group? 

Mr.  Morris.  I  am  here  as  a  spokesman  for  the  business  commu- 
nity and  not  for  the  administration  or  for  any  political  party. 

Mrs.  Thurman.  Mr.  Morris,  when  you  opened— or  perhaps  in 
closing,  I  took  a  little  exception 

Mr.  Morris.  I  expected  as  much,  Congresswoman. 

Mrs.  Thurman  [continuing].  When  you  talked  about  those  for 
NAFTA  and  those  against  NAFTA  and  those  particular  questions. 

But  just  now  you  telt  for  the  glass  maker  because  of  the  fact  that 
he  did  not  get  the  same  treatment  as  some  of  the  clients  that  you 
have. 

Our  issue  is  not  whether  we  are  free  traders  or  NAFTA  support- 
ers. The  issue  is,  if  you  are  going  to  do  free  trade,  free  trade  ought 
to  be  done  equally,  across  the  board,  not  35  percent  tariffs. 

I  just  wanted  to  clarify  for  you  that  none  of  us  in  any  of  the 
statements  we  have  ever  made  for  NAFTA — all  we  have  asked  is 
for  a  fair  playing  field. 

Mr.  Morris.  That  is  exactly  what  we  want,  too.  I  took  it  from 
what  his  testimony  said  that  his  concern  was  with  the  differential 
rates  at  which  the  tariffs  would  be  reduced.  In  the  early  stages,  at 
least,  tariffs  would  be  reduced  on  his  products  at  a  much  more 
rapid  rate  than  they  would  come  down  for  the  Mexican  competitor. 

I  have  a  lot  of  sympathy  for  that.  I  don't  see  any  reason  why  they 
should  not  come  down  at  the  same  rate.  But  I  was  not  the  nego- 
tiator. The  key  conclusion  I  draw  from  his  observations  is  that  ne 
feels  that  this  is  not  a  balanced  agreement  because  it  doesn't  liber- 
alize at  the  same  rate. 

I  fully  support  the  notion  that  liberalization  should  be  the  objec- 
tive. And  if  it  is  not  at  the  same  rate,  then  maybe  there  is  some- 
thing that  can  be  done  about  it. 

Mrs.  Thurman.  That  is  the  issue.  That  is  what  we  are  all  about. 
We  did  not  negotiate  it  either.  Congress  allowed  it  to  go  on  the  fast 
track.  We  are  having  to  ratified  or  codify  the  agreement  that  we 
don't  see  as  a  fair  trade. 

Mr.  Morris.  Let  me  point  out  that  in  our  experience  with  the 
United  States-Canada  Free  Trade  Agreement  there  was,  in  fact,  a 
negotiation  that  came  very  shortly  after  the  agreement  was  put 
into  effect,  after  it  was  voted,  that  did  accelerate  many  of  the  tar- 
iffs that  were  in  the  original  schedule. 

I  certainly  do  not  despair  as  much  as  he  does  that  this  cannot 
be  addressed  very  quickly  after  the  agreement  goes  into  force,  too. 

But  you  will  have  to  talk  to  the  administration  about  this.  I  am 
not  here  as  a  spokesman  for  the  administration,  believe  me. 

Mr.  Peterson.  I  believe  you. 

Mrs.  Thurman.  We  will  agree  to  disagree  on  that. 

Mr.  Peterson.  The  productivity  issue,  you  say  on  average  the 
American  workers  are  five  times  more  productive? 

Mr.  Morris.  That  is  what  our  figures  show  us  generally. 
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Mr.  Peterson.  Business  Week  said  the  Mexican  manufacturing 
workers  are  almost  as  productive  as  U.S.  workers.  It  cited  Ford 
Motor  Co.  as  having  a  Mexican  plant  that  matches  or  exceeds  U.S. 
counterparts  in  productivity  and  quality. 

Mr.  Morris.  That  may  well  be  true  m  a  particular  case  or  a  par- 
ticular industry,  and  perhaps  even  in  a  particular  sector.  I  am  say- 
ing, on  average,  the  studies  we  have  seen  at  least,  show  that  on 
average  the  U.S.  workers'  level  of  productivity  is  five  times  higher. 
But  that  would  obviously  vary  from  industry  to  industry  and  per- 
haps even  enterprise  to  enterprise. 

Mr.  Peterson.  What  studies  are  these  that  you  saw? 

Mr.  Morris.  I  will  have  to  check  and  get  back  to  you  on  that, 
if  I  may. 

Mr.  Peterson.  From  everything  I  have  seen,  it  doesn't  square, 
even  in  agriculture. 

Do  you  have  any  further  questions? 

Mrs.  Thurman.  I  know  it  was  tough  for  you  to  come  here,  and 
I  didn't  mean  to  give  you  such  a  hard  time. 

Mr.  Morris.  It  is  not  tough  at  all. 

Mrs.  Thurman.  You  have  to  understand  that  there  is  a  real  in- 
terest, as  you  heard  from  the  previous  speakers,  you  know  there 
is  concern  about  this.  When  I  look  at  the  back  part  of  this,  where 
we  are  status  quo-wise.  And  with  NAFTA,  it  really  is  an  advantage 
to  the  people  that  you  represent. 

While  I  would  hope  that  you  will  also  be  empathetic  to  those  peo- 
)le  that  were  included  in  this  agreement.  Because,  honestly,  I  real- 
y  do  think  it  hurts  all  of  America  when  people  are  put  out  of  work, 
oss  of  jobs,  and  then  the  American  businessmen,  whether  he  be 
lere  or  there,  has  much  more  difficulty  competing  around  the 
world. 

Mr.  Morris.  Well,  Congresswoman,  we  share  that  perspective. 
We  very  much  would  like  to  see  some  changes  in  the  way  in  which 
Federal  programs  which  are  designed  to  deal  with  this  are  indeed 
brought  to  Mar. 

We  do  favor  a  change  in  the  way  in  which  the  government  pro- 
grams are  structured  to  deal  witn  the  retraining  and  recycling 
needs  of  human  beings  that  are  displaced,  and  particularly  in  the 
way  in  which  these  services  are  delivered,  which  is  a  terrible  mess 
at  the  present  time  and  generally  needs  reform. 

We  are  very  anxiously  awaiting  the  recommendations  by  the  Sec- 
retary of  Labor  on  this  subject  because  we  think  there  is  a  strong 
case  to  be  made  for  it,  not  only  in  the  context  of  NAFTA  and  not 
only  in  the  context  of  a  trade  agreement,  but  for  all  of  the  Amer- 
ican work  force  that  needs  that  kind  of  help  and  assistance  from 
the  government.  We  think  that  they  do. 

We  are  prepared  to  help  and  do  our  part  as  well.  Many  of  our 
members,  for  example,  spend  anywhere  from  1,  2  or  3  percent  of 
their  total  cost  of  operation  in  training  programs  for  their  employ- 
ees. We  think  that  is  an  essential  part  of  making  American  work- 
ers productive  and  genuine  contributors  to  the  find  of  dynamism 
our  economy  has  displayed  in  the  past.  We  think  more  of  that  is 
very  desirable. 

We  would  like  to  see  Congress  give  a  lead  on  this  and  take  its 
lead  from  a  sensible  approach.  We  are  quite  prepared  to  work  with 
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you  and  work  with  the  administration  on  how  to  develop  a  single 

Srogram  that  will  make  sense,  that  will  eliminate  a  lot  of  the  inef- 
ciencies  that  currently  exist  and  will  help,  indeed,  in  dealing  with 
this  whole  problem. 

As  Jeff  Schott  pointed  out,  between  IV2  and  2  million  Americans 
lose  their  iobs  every  year.  To  focus  just  on  those  who  might  lose 
their  jobs  because  of  NAFTA  or  even  those  who  might  lose  their 
jobs  as  a  result  of  the  conclusion  of  the  Uruguay  Round  is  simply 
a  distortion  in  priorities.  We  have  to  deal  with  the  problem  as  a 
whole  and  not  just  the  2  or  3  percent  of  the  total  number  of  people 
who  are  losing  their  jobs. 

We  are  not  doing  our  job  if  we  are  prepared  to  let  that  extra  IV2 
million  people  just  go  unaccounted  for. 

Mr.  PETERSON.  We  won't  disagree  with  that.  But  a  lot  of  us  have 
a  hard  time  understanding  why  we  negotiate  agreements  with 
countries  when  the  jobs  are  not  going  to  go  you  know,  like  sugar. 
The  jobs  are  not  going  to  go  to  Mexico.  They  are  going  to  go  to  Eu- 
rope. They  subsidize,  if  you  want  to  call  it  that.  They  keep  the  price 
of  sugar  at  twice  the  level  of  what  it  is  in  the  United  States.  Why 
we  should  ship  our  jobs  to  Europe,  when  they  are  more  protection- 
ist than  we  are,  is  beyond  us.  Who  that  helps,  I  don't  know. 

The  only  conclusion  I  can  come  to  is  that  they  are  trying  to  do 
in  the  sugar  program  through  this  agreement,  that  is  what  they 
are  trying  to  do. 

Mr.  Morris.  You  may  well  be  right,  sir.  I  am  not  an  agricultural 
expert.  I  cannot  comment  on  that. 

I  do  urge  you,  however,  to  look,  if  only  briefly,  at  the  three  tables 
that  are  attached  to  my  written  testimony  because  it  is  stark  the 
extent  to  which  American  exporters  will  continue  to  be  disadvan- 
taged in  that  market  in  the  absence  of  NAFTA.  And  it  is  a  major 
advantage  if  we  can  get  it  through.  That  is  why  we  are  here,  to 
urge  that  you  reconsider  your  opposition  to  the  agreement. 

Mr.  Peterson.  We  thank  you  for  being  with  us.  This  study  that 
you  have,  if  you  can  find  it,  on  the  productivity,  to  help  us  get  a 
better  understanding,  whatever  you  can  make  available,  we  would 
appreciate  it. 

Mr.  Morris.  We  will  get  back  to  you  on  that. 

[The  information  follows:] 

The  information  regarding  average  levels  of  productivity  in  manufacturing  in 
Mexico  and  the  U.S.  was  obtained  directly  from  the  office  of  Mexican  Affairs  at  the 
UJS.  Department  of  Commerce,  and  was,  we  understand,  based  on  an  analysis  pre- 
pared by  the  U.S.  government. 

Mr.  Peterson.  We  thank  you  for  coming.  We  thank  you  for  your 
patience. 

With  that,  the  subcommittee  will  stand  adjourned. 

[Whereupon,  at  1:55  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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The  Honorable  Collin  C.  Peterson 
United  States  House  of  Representatives 
1 133  Longworth  House  Office  Building 
Washington,  DC  20515-2307 

Dear  Congressman  Peterson: 

Thank  you  for  inviting  me  to  testify  on  behalf  of  the  North  American  Free  Trade 
Agreement  at  hearings  of  the  Subcommittee  on  Employment,  Housing  and  Aviation  on 
May  27.    Unfortunately,  I  will  be  out  of  the  country  on  May  27,  but  I  will  take  this 
opportunity  to  share  with  you  the  reasons  why  3M  is  a  strong  supporter  of  NAFTA. 

We  believe  that  NAFTA  will  consolidate  the  gains  U.S.  companies  have  made  in  recent 
years  in  exporting  products  to  Mexico.   3M*s  experience  bears  this  out.   Since  tariff 
barriers  began  to  fall  in  1986,  the  sales  of  our  Mexican  company,  3M  Mexico,  have 
quadrupled,  from  $34  million  to  $144  million. 

Since  60  percent  of  what  3M  Mexico  sells  in  Mexico  is  made  in  the  U.S.,  our  exports  to 
Mexico  have  risen  almost  ninefold  in  that  period,  from  $9  million  in  1986  to  $80  million 
in  1992. 

We  estimate  that  there  are  300  manufacturing  jobs  at  3M  plants  in  the  U.S.  that  would 
not  exist  today  if  it  were  not  for  this  increase  in  trade.   There  are  another  200  new  jobs 
in  Mexico  in  marketing  and  sales. 

Looking  at  the  U.S.  economy  as  a  whole,  the  explosion  of  exports  has  reversed  the 
United  States'  $5.6  billion  merchandise  trade  deficit  with  Mexico  (1987)  to  a  $6  billion 
U.S.  trade  surplus  in  1992. 

U.S.  Department  of  Commerce  figures  (attached)  show  a  190.5  percent  increase  in 
Minnesota  exports  to  Mexico  between  1987  and  1992:  going  from  $90  million  to 
$261  million.   Total  Minnesota  employment  related  to  trade  with  Mexico  is  estimated  by 
The  Trade  Partnership  in  Washington,  D.C.,  at  5,000  jobs. 

This  growth,  of  course,  occurred  without  NAFTA.   What  NAFTA  will  do  is  assure  that 
Mexico  continues  along  the  path  of  tariff  relief  that  has  made  all  this  possible.   As  trade 
barriers  are  further  reduced,  we  see  prospects  for  strong  continued  export  growth  —  at 
3M.  in  Minnesota  and  across  the  nation. 


3M  International  Operations 

and  Corporate  Services 
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(U.S.  products  entering  Mexico  still  pay  three  times  the  duty,  on  average,  of  Mexican 
products  entering  the  U.S.   There  is  more  trade  advantage  for  the  U.S.  than  for  Mexico 
in  reducing  these  tariffs  to  zero.) 

The  Trade  Partnership  estimates  that  Mexico's  demand  for  exports  will  stimulate 
$91  million  in  business  for  Minnesota  exporters  during  the  first  10  years  under  NAFTA. 
This  should  expand  employment  in  the  state  by  230  jobs  a  year.    Allowing  for  some  job 
losses,  there  should  still  be  a  net  gain  of  180  jobs  per  year,  or  1,800  jobs  in  10  years. 
There  are  higher  estimates,  but  we  prefer  to  make  projections  that  are  on  the 
conservative  side. 

What  kind  of  jobs  will  these  be?   By  far  the  largest  Minnesota  export  to  Mexico  is 
industrial  machinery  and  computers,  which  comprised  $126  million  of  the  state's  exports 
to  Mexico  in  1992.    Food  products  were  second,  with  the  electrical  and  electronic 
equipment  not  far  behind.    A  large  share  of  these  products  are  made  by  skilled,  well-paid 
workers. 

3M's  share  of  Minnesota's  exports  to  Mexico  in  1992  was  over  $10  million.   These 
products  originated  in  plants  in  Alexandria,  Arden  Hills,  Cottage  Grove,  Fairmont, 
Hutchinson,  New  Ulm,  Pine  City  and  St.  Paul.   Over  8,000  3M  suppliers  in  Minnesota 
participate  in  our  export  markets  through  the  products  and  services  we  purchase  from 
them.    Most  of  these  are  small  businesses,  and  they  are  found  in  every  corner  of  the 
state.   (Similar  circumstances  exist  in  over  20  other  states  in  which  3M  has  major 
manufacturing  operations.) 

As  far  as  job  losses  are  concerned,  it  is  no  secret  that  there  has  been  a  20-year  trend  of 
jobs  moving  to  the  Mexican  border  region.   This  happened  without  NAFTA  and  is  more 
likely  to  continue  to  happen  if  NAFTA  is  not  implemented,  than  if  it  is. 

NAFTA  adds  no  incentives  to  move  jobs  that  do  not  already  exist.  On  the  contrary, 
sound  economics  suggests  that  as  Mexican  wages  rise,  and  as  workplace  and 
environmental  standards  improve  —  which  is  the  purpose  of  the  side  agreements  — 
incentives  to  move  jobs  to  Mexico  will  be  less  attractive. 

Fortunately,  wages  are  not  the  sole  issue.   As  the  United  States  International  Trade 
Commission  points  out,  if  firms  based  decisions  on  where  to  locate  plants  on  labor  costs 
alone,  there  would  be  few  manufacturing  jobs  left  in  the  U.S.,  Europe  or  Japan. 

Thousands  of  U.S.  companies  employ  millions  of  U.S.  workers  because  low  wage  labor 
is  not  necessarily  cheap.    Factoring  out  differences  in  equipment  capability,  3M  appears 
to  enjoy  a  15  percent  productivity  advantage  in  the  U.S.  over  Mexico,  owing  largely  to 
differences  in  the  levels  of  training,  expertise  and  technical  support  in  the  two  countries. 

NAFTA  should  provide  conditions  under  which  the  U.S.'s  leadership  in  productivity, 
raw  materials,  transportation,  infrastructure  and  skilled  labor  force  can  be  strengthened 
and  many  U.S.  jobs  created  in  the  process.   It  also  provides  the  best  opportunity  we  have 
to  address  common  environmental  problems  and  work  together  to  clean  them  up. 
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I  believe  that  NAFTA  is  a  bold  initiative  that  provides  a  good  and  immediate  opportunity 
to  create  jobs  in  the  U.S.  Because  most  recent  growth  in  the  U.S.  economy  is  export- 
driven,  jobs  tied  to  exports  provide  greater  security  and  a  better  future  for  U.S.  workers. 

I'm  told  that  a  Dr.  Runge  at  the  University  of  Minnesota  is  working  on  a  study  of 
NAFTA's  impact  on  Minnesota,  and  that  it  should  be  finished  soon.    I'm  sure  your 
subcommittee  will  wish  to  obtain  a  copy. 

Again,  I  regret  that  I  am  not  able  to  be  in  Washington  on  May  27,  but  appreciate  this 
opportunity  to  express  3M's  views  on  this  very  important  trade  opportunity. 

Sincerely, 


HAH:br 
Attachment 


156 


MINNESOTA'S  EXPORTS  TO  MEXICO,  BY  INDUSTRY  SECTOR 

(Percent  A  Thoosaad  J) 

1987  1992     %  CHANGE      S  CHANGE 
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1,479 
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40 

MINING 

355 
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1,012 

Metal  Mining 
Coal  Mining 
Oil  A  Gas 

Non- Metallic  Minerals 

0 

0 

0 

355 

0 

0 

16 

1,351 
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0 

16 
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MANUFACTURING 
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Food  Products 

10,603 

39,737 

274.8% 

29,133 

Tobacco  Products 

0 

0 
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0 

Textile  Mill  Products 

57 

899 
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842 
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Lumber  A  Wood  Products 

7 

881 
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874 
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11 
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Paper  Products 
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Printing  A  Publishing 
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Chemical  Products 
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Refined  Petroleum  Products 

7 
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131 

Rubber  A  Plastic  Products 
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6,917 

Leather  Products 

0 

404 
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Stone,  Clay  A  Glass  Products 
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2,436 

Primary  Metal  Industries 

958 

870 

-9.3% 

-89 

Fabricated  Metal  Products 

1,439 

4,257 
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2,818 

Indus.  Machinery  A  Computers 

41,154 

125,845 

205.8% 

84,691 

ElectricA  Electronic  Equipment 

6,858 

30,444 

343.9% 

23,585 

Transportation  Equipment 

2,627 

4,704 

79.0% 

2,076 

Scientific  A  Measuring Instru. 

2,682 

13,525 

404.3% 

10,843 

Miscellaneous  Manufactures 

126 

1,657 

1219.9% 

1,531 
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UNEQUAL  PARTNERS 


U.S.     CANADA    MEXICO 

GDP  $5,673       $501      $283 

in  billions  of  dollars  (1991) 

Population  253        27       83 

in  millions  (1991) 

Per  capita  income  (1991)  $22,400   $21,980   $3,400 

Hourly  compensation 
in  manufacturing 

Literacy  rate 

Median  age 

Infant  mortality 

per  1,000 


Source:   Time  Magazine,  August  10,  1992,  page  43. 

***** 

Industry  must  manage  to  keep  wages  high  and 
prices  low.  Otherwise  it  will  limit  the 
number  of  its  customers.  One's  own  employees 
should  be  one's  best  customers. 

Henry  Ford,  1922 

Source:  MacMillan  Book  of  Business  and  Economic  Quotations,  1984, 
Ed.  Michael  Jackmay. 
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